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The Accountant as Adviser to the Manufacturer. 


By ALLEN R. SMART, C. P. A. 


The experienced accountant is confronted with more problems 
of a difficult and responsible nature, in his everyday practice, 
than falls to the lot of the average professional man, not the least 
of which is that of adviser to manufacturers. The contingencies 
which call for his employment, as such, are many, amongst which 
may be mentioned (1) unsatisfactory results, occasioned by mis- 


management, or lack of proper and reliable information as to 
the cost of manufacture or marketing the product; (2) for 
specific information as to which class of article, or group of 
articles, is profitable and which is the reverse; (3) the examina- 
tion on behalf of outside interests into the personnel of the man- 
agement and their capabilities for their respective duties; (4) 
investigation as to the earnings and assets of the business ; and 
(5) the customary periodical audit. 

It is not the intention of the writer to enter into detail re- 
garding the methods of procedure to be followed in arriving at 
results in either of these investigations, but merely to point out 
that by a proper use of the facilities afforded the trained ac- 
countant may obtain valuable information, which if properly 
presented to the client may lead to important results. 

The accountant should have, or study to acquire, a sixth 
sense, to pick out the weak spot in any business. It frequently 
happens that the general books are carefully and neatly kept, 
and a careful analysis of the gross income and expenditure 
fails to indicate the source of the weakness. In such cases it 
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behooves the careful accountant to study conditions outside the 
book records, in order to do full justice to his client. It may 
be that he is so fortunate as to have in his own office the figures 
of some other concern doing a similar business, with which 
he may make comparisons; if so, a clue to work on may be ob- 
tained without a breach of confidence, provided he does not in 
any way expose the business of the former client. A lawyer uses 
the decisions of one or more cases to guide him in the conduct 
of others, and an accountant has the right to use, for his own 
guidance, his records. 

This course is rarely necessary, however, if the accountant will 
use good judgment in first studying the figures obtained by a 
complete analysis of the books and then inspect each department 
of the factory. The inspection should be thorough, although 
it may be done in a perfectly natural way, so as not to give the 
impression of prying. Look into every store room and cellar 
and see that stock, partly finished articles, patterns, drawings, 
etc. are properly stored, kept in repair, and ready of access. 
A good superintendent will keep his shop floor clean and free 
from litter, only having on the floor work in process, whereas 
an indifferent superintendent will have the floor and benches 
littered up with old barrels containing bolts, nuts, washers ; also 
piles of castings and other parts, which were thrown there when 
made and left until all are used up, instead of being kept in a 
store room, or proper location. The time lost by the men walking 
round and over such obstructions, more than equals that spent 
in taking them to the store room and getting them out when 
required. 

The waste of material in a factory run under such conditions 
is considerable, and while perhaps not true of many factories, 
such conditions are occasionally found, especially where the prin- 
cipal owners leave the factory management to some subordinate. 
One imstance occurred some time ago where tons of material, 
sheet iron, bar iron, bolts, nuts, washers, etc., were dug out from 
under benches, and from damp cellars, some so rusted that it was 
of no value even for scrap. 

The remedy does not always lie in cost systems and a multi- 
| plicity of red tape, but in common sense reforms, which the out- 

| side accountant is especially adapted to introduce. The complete 


278 





The Accountant as Adviser to the Manufacturer. 


cost system, excellent in some cases, is out of the question in 
others, owing to the excessive cost of operating it. Accountants 
have been too apt in the last few years to institute complete cost 
systems, when called upon to do so, irrespective of the nature 
of the business. In some businesses a modified system of ob- 
taining costs is all that conditions warrant, and gives sufficient in- 
formation for all reasonable needs. In such cases the accountant 
should decline to furnish a complete system. In fact it is a ques- 
tion whether it would not be advisable in all cases to start first 
with a modest cost system and elaborate it from time to time at 
successive auditing periods, rather than upset the entire routine 
of the business and unsettle the employees. 

The successful physician is the one who leaves behind, in ad- 
dition to medicine, a feeling of comfort and trust, not alone in 
the sickroom, but with the family of the patient; and it is the 
accountant who helps the management and staff, and puts them 
in the way of obtaining practical information at a minimum of 
clerical labor, whose periodical visits will be most welcome. 

The accountant when called upon to report as to the capabilities 
of the management has a difficult and not very pleasant duty to 
perform, yet he is perhaps better qualified than any other out- 
sider for this service, owing to his large and varied experience, 
at close quarters, with different managements. 

The method of marketing the product of the manufacturer 
varies greatly, and it is perhaps more difficult for the accountant 
to offer advice on this question, than in regard to the actual 
manufacture of the goods, principally because he cannot get into 
close contact with the conditions existing in the markets wherein 
the goods are disposed of. He can, however, where necessary, 
suggest methods for properly and expeditiously handling orders, 
shipments and billing; provide for statistical records of the re-| 
sults of each branch office, or salesman, so that the sales manager) 
may at all times know that he is keeping within the defined limit} 
of expenditure in selling the product. 

The accountant has many responsible duties to perform when 
two or more manufacturing concerns are consolidated in one 
company, both before and after consolidation. He is usually 
employed to ascertain the net earnings of the businesses for a pe- 
riod of years prior to the proposed consolidation, and to certify as 
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to the value of the quick assets to be turned over with the plants. 
His opinion is frequently asked by the bankers as to promised 
benefits to be derived from such consolidation, and while his 
advice on this question is only given unofficially, he should study 
to be just and conservative, because important decisions may 
depend on his reply, and further if his judgment turns out to be 
accurate, more consideration will be given his opinion in like cir- 
cumstances in the future. After the consolidation is effected he is 
called upon to take charge of the transfer of the securities, notes 
and accounts ; to superintend the taking of proper inventories of 
merchandise stock, and to determine whether or not the total 
quick assets transferred with the plants.equal in amount those 
agreed to be turned over, as shown by this original investigation ; 
he is frequently made sole arbitrator of this fact, and the settle- 
ment of any shortage is left entirely in his hands. 

The accountant usually designs a complete system of account- 
ing for the combined companies, and acts as adviser to the man- 
agers in the many questions that arise relating to the conduct 
of the business under the new managetnent; in fact, he should, 
being independent of all interests, use his knowledge and ex- 
perience towards bringing the hitherto conflicting interests into 
one harmonious whole, working as a unit for the common inter- 
ests of the new organization. 

The experienced accountant can accomplish these results in a 
short time, whereas if it were left to the officials themselves, con- 
siderable jealousy and working at cross purposes usually result; 
this is only natural when it is considered that these officials have 
been keen competitors for many years, and each naturally feels 
that his way of doing things is the only correct way. 

It may also be urged, with justice, that the accountant, having 
given his certificate as to the earnings of the various businesses 
prior to the consolidation, which certificate, having been used by 
the bankers, partially induced outside investors to subscribe for 
the securities of the new company, is therefore vitally interested, 
for the sake of his own reputation, in seeing that the new com- 
pany not only receives the total amount of quick assets to which 
it is entitled, but also that the management and accounting de- 
partments are properly organized; and if in his opinion such is 
not the case, it is his duty to notify the bankers through whom 
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the subscriptions to the securities of the new company were ob- 
tained, so that they may make their own investigation, and, if in 
their judgment it is necessary, take such action as the circum- 
stances warrant. In any event such action by the accountant 
would certainly, in the opinion of all fair minded men, absolve 
him from all further responsibility. 

The conduct of an audit of a manufacturing business is of itself 
the simplest form of the accountants’ duties, but to the conscien- 
tious accountant it is not sufficient to cover the clerical accuracy 
of the books and records, important as this undoubtedly is, but 
he will obtain additional particulars and prepare his report in such 
form as will give the managers of the business, information that 
they have not obtained from their own staff, and so arrange the 
information that it will not require time and study to absorb it. 
Whenever possible, comparative figures for two or more years 
should be given. 

At each auditing period the accountant may, in many com- 
panies, be permitted to introduce gradual changes in the account- 
ing system, which will tend toward improvement year after year. 
These gradual changes can be effected without confusion, and 
consequently be more acceptable than if made all at one time. 
The accountant should bear in mind that while it may be desir- 
able from his point of view to do certain things differently, be- 
cause it would be less work and more in accordance with pro- 
fessional ideas, it is not always wise to insist on one’s own way, 
except where there is danger in continuing other methods. 

Where a partial cost system is in operation, and this method 
of arriving at costs is very satisfactory in factories where only 
one class of article is manufactured, or where each class is con- 
fined to one department, on account of the small cost of operation, 
the factory cost prices, or percentages, should be revised by the 
accountant at each auditing period, and a statement incorporated 
in his report showing the difference between the actual average 
cost of the article and the figures based upon the estimated cost 
included in his former report. 

The method of conducting a partial cost system, briefly de- | 
scribed, is to carefully separate all factory expenditures under 
appropriate heads, from the selling and general expenditures ; to 
ascertain by actual tests the cost of material and labor of each 
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part, and of each completed article; to allow carefully consid- 
ered percentages for factory charges and waste; and to credit the 
factory with the cost of each article shipped. If the estimated 
average cost is too much, or too little, the result will be apparent 
at each closing period, in the balance to the debit or credit of the 
manufacturing account, and the costs for the succeeding year 
must be rearranged accordingly. This method of arriving at 
factory costs is not satisfactory or reliable where more than one 
class of article is produced in one factory or department. 

“In conclusion it may. be stated that, whatever the purpose of 
the work undertaken, the accountant should study the conditions 
so that he may be in a position to confer intelligently with his 
client as to the proper steps to be taken to attain the object desired. 
It may be that more capital is necessary; if so, the accountant 
can offer advice as to the best and cheapest way to get it. Ora 
purchase, sale, or reorganization may be under consideration ; if 
so, the accountant can, from his large experience in such matters, 
not only obtain the data required, but formulate a plan and give 
valuable advice in regard thereto. Taking all these matters into 
consideration, it will be conceded that the trained accountant is a 





\ 


valuable assistant to the manufacturer in the many problems with 
which he is confronted in the successful management of the busi- 
ness of to-day, and if he be under all circumstances, thorough 
in his work and unswerving in integrity, he will in due course re- 
ceive the recognition due an honorable calling. 








Functions and Organization of Factory Management. 


By Joun R. MacNEILtzg, 


AUDITOR INTERNATIONAL PAPER COMPANY. 


A factory is an establishment where workers are employed in 
producing goods. The object of a factory organization of a 
manufacturing business is to secure this production at the lowest 
possible expenditures. In order to attain this end the organiza- 
tion of the factory has been developed to a very marked extent. 
Considered in general, the functions of a manufacturing busi- 
ness might be divided into three parts: 

I. Securing the raw material for the manufacture of the 
product. 

2. To manufacture this raw material into the finished product 
at the least possible cost. 

3. To place the finished goods upon the market to the best 
advantage. 


PURCHASING DEPARTMENT. 


To realize the greatest possibilities in these various functions, 
organization is necessary to secure the control. By organization 
we mean the securing of the proper relation of these functions 
one to the other. No function is complete in itself, yet no func- 
tion ought to be reproduced in the other departments, because 
in so doing needless wastes are encountered. 

The first function—that of securing the raw material—is com- 
prehended in the purchasing department. The purchasing de- 
partment might be divided into two divisions: 

1. The securing of raw materials used directly in making up 
the manufactured products. 

2. Securing the machinery, tools and other equipment which 
shall be used in changing the raw materials into the finished 
products. 

The handling of raw material necessitates an equipment some- 
what different from the handling of the tools and machinery, and 
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in considering raw materials we have the warehouse where the 
goods are received in bulk; where they may be inspected, and 
where they are reserved for the factory’s smaller store house. 

The store room is directly connected with the factory itself, and 
very frequently takes the place of the receiving warehouse, es- 
pecially if the establishment be small. It is in the store room 
where we first see the necessity of having a very comprehensive 
system of keeping an account of the goods which go into the 
factory. 

The superintendent of the store room, in order to keep this 
account, should record the receipts from the market or ware- 
house, inspect, care and account for, and issue to the works raw 
and operating materials. 

The testing department should be likewise a department of 
the purchasing functions. It is organized for the purpose of 
comparing with standards the qualities of all materials received 
by the factory, the products of the factory, and to report on the 
same as satisfactory or unsatisfactory. Its functions include the 
establishment of standards, the making of formal specifications 
of requirements to be met by suppliers or workers, the inspection, 
and acceptance or rejection or grading of materials and products. 

The testing department should report to the manufacturing 
and purchasing departments the results of its tests and whether 
or not the incoming stores have met the specifications. The 
store room gives out and receives half finished products. The 
half finished products are really raw material for another step 
in the process, and such should come up to the requirements in 
the orders, so that the testing department should have a close con- 
nection with everything that goes into or out of the store room. 
The store room, however, not only gives out raw materials for 
manufacturing products, but it receives and gives out tools which 
make this raw material into finished products, and in this point 
we have a division of its functions. In giving out raw materials 
we do not have that same material returned. It leaves it and 
it goes on through its various processes until it becomes a finished 
product, and is received into the shipping department. The tools 
and equipment, however, do not change in form, but become worn 
out or broken in process of manufacture, and, therefore, should 
be returned after their usefulness has expired, so that they can 
be properly accounted for by the purchasing department. In order 
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to keep track of both tools and raw material there should be some 
requisition system by which the store room keeper shall have au- 
thority to give out these supplies. 

The modern store rooms find it highly desirable to establish 
some form of perpetual inventory scheme, so that one can tell 
at any time the present state of the supplies, the past purchases 
‘and consumption, and probable future needs. Requisitions should 
be of such a nature that one can tell at a glance whether or not 
the demand is made for a special material individual in its nature 
for a special job, or whether or not it is a demand for material 
that is commonly used in the house. In caring for the material by 
means of this perpetual inventory, the store room of a necessity 
must be divided off into bins, spaces, boxes, shelves, racks, draw- 
ers, etc., and sections, so that the keeper can readily find the 
needed material, and it should be arranged in such a way that it 
will be very readily accessible. To properly care for all of this 
material, there should be an account of all material received by a 
system of store house ledger accounts. Materials received as 
stated are checked against invoices, and as located charged to 
proper accounts, and issued and charged off upon foremen’s 
requisitions for consumption, or other proper order for transfer, 
reshipment or other disposition. All material is properly tagged 
and labeled, and in most cases, a tally card is kept in each shelf, 
space or bin of material put into stock, taken out of stock, and 
the balance on hand unused in stock. 

A store room system that makes readily accessible the material, 
and by means of a system of accounts enables those in authority to 
tell the rate of consumption and supply, fulfills properly its func- 
tion. If it fails, however, to make accessible or to readily ac- 
count for such material or supplies, either in tools or material, it is 
open to objection. 


MANUFACTURING DEPARTMENT. 


After the raw materials have been obtained and accounted for 
they are then passed into the manufacturing department, where 
they are changed into finished products. In the manufac- 
turing department it is first of all necessary to know which 
goods should be made first, and what means are most economical 
for obtaining the finished product. The determination of how 
things should be manufactured might be included in a planning 
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department, which includes the drafting, designing, providing 
patterns, the establishment of formule, and definitely prescribed 
sequence of operation in the fabrication of the articles, and de- 
seribing the same in such a manner that the following out of the 
necessary steps is simplified to the operative. 

The nature of the product very largely determines the size and 
importance of the planning department. The building of an en- 
gine, for example, requires a large staff of draftsmen, designers, 
pattern makers, etc., before the first step in the actual manufacture 
can take place. Other materials, however, require less—as for 
instance the manufacture of textiles, which require designers, 
card cutters, printers, etc., and the like, but the planning de- 
partment is a necessary portion of all establishments. 

Next in importance to the planning department comes the di- 
rection of the workmen who are to follow out the plans laid down. 
The direction of the workers in their productive activities in- 
clude the functions of (a) manager, (b) superintendent, (c) 
foreman, (d) sub-foreman, (e) gang bosses. In their executive 
and instructive and compelling activities they execute and carry 
into effect the manufacturing policy of the Company, and in prac- 
tice prepare rules, train and guide the skill of employees, as- 
sist and advise them in their operations and duties, and the exer- 
cise of their special functions, to make some of the most effective 
kind, and compel the employees to comply with rules, to 
carry out any and all special instructions given them, and to exert 
as much effort as they can secure from them in the performance 
of the work assigned to them. This involves as distinct parts 
of the management the having charge of and directing the course 
of the articles in process of manufacture through the works ; the 
overseeing of all details of the work, the authority to regulate both 
the quantity and quality of work done, the supervision of mate- 
rials and supplies as to the nature and use of the same; the man- 
agement of all productive employees ; the controlling to a greater 
or less extent the kind of equipment used, and in general the 
administering of all productive operations. 

In order to secure the proper quality of work it is again ne- 
cessary to have a system of inspection for the finished materials. 
This inspection, however, should be done as soon as the job is 
completed by the workmen, so that the workmen will not be held 
responsible for any errors or accidents for which they should not be 
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held responsible, yet the inspection should be of such a nature 
that they cannot shift the responsibility for work badly done. 

Besides supervising the work of the employee, the manufac- 
turing department must take up other functions. It must hire 
the people who are to work in the plant. This is done by an 
employment bureau, which receives and files applications for 
work, and supplies help to the foremen. One of the essential 
things of an employment bureau should be the obtaining of help 
which has ability to perform their work, and to do this the em- 
ployment bureau should make a record of the many facts re- 
garding each employee as a person and as a worker. It should 
include the name, age, experience, occupation, rates of pay, and 
the dates of starting and leaving, and if the positions are of such 
a nature that it seems desirable it should record the social and 
physical characteristics, the conduct and efficiency of the em- 
ployee. 

Within the shop the worker must be properly directed and in- 
structed in his duties so that he can perform the greatest amount 
of work at the least waste of material and of time. He should 
likewise not be subjected to risks of accident to himself or 
machinery. The rates of wages, likewise, must be fixed by the 
manufacturing department, because it is there that the workman 
shows his ability and makes his product, although the rate of 
wages should not be determined in a haphazard way. Careful 
consideration should be given to each position or specific occu- 
pation, so that with whatever special system of wages the factory 
may have—whether it be piece work, or premium system, or 
day work—the employee and employer will both have fair treat- 
ment and perfect understanding. In the remuneration of the 
workmen, the time keeping department has an important func- 
tion. Here are kept the records of the times of arrival at work 
and departure from work and time spent on. work, whether by day 
or distributed by jobs or operations, so that the factory will have 
a proper record of the remuneration due each man. 

The pay master and pay department is responsible for the dis- 
bursement of the money to employees, and in accordance with 
the approved pay rolls submitted by the time keeping department. 
The payment of wages is made at stated periods to each employee 
in person, while at his work or as he leaves the factory. This 
division controls so far as practicable the assignment and garnish- 
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ment, and trusteeing of employees’ earnings ; accounts for unpaid 
wages ; adjusts errors in pay rolls ; controls advancement of wages 
prior to the pay day when due; and in general controls all the fea- 
tures incident to the actual remuneration of employees by the 
company for their services. 

Within the factory discipline is another important requirement. 
Here we have the superintending of the conduct of the employees 
as such while in the factory, and the control, to an extent, of the 
discharge of employees for whatever reasons, and their transfers 
between departments. This department promotes deserving work- 
ers as vacancies develop or new positions are created. 


SYSTEMS OF BETTERMENT. 


Within the last decade industrial establishments are not only 
considering the condition of the employee within the plant, but 
are beginning to look after him in his relations outside the fac- 
tory walls. Many plants have established systems of industrial 
betterment, which, aside from their philanthropic purposes, are 
introduced for the purpose of securing more efficient and there- 
fore more profitable workers. The industrial betterment depart- 
ment endeavors to develop and maintain improved working con- 
ditions in factory and home environment. This is mutually bene- 
ficial both to the employee and employer. This division has 
charge of all the industrial betterment work and is responsible 
for the relation between expenditures by the company and the 
resulting income or profit (more or less intangible and estimated). 
Some of the different features of its work are: 

(a) Organizing and running mutual benefit societies, helped 
by contributions of the company. 

(b) Providing for rest rooms and allowing specified times 
of rest—especially for women. 

(c) Having a social secretary, giving entertainments for em- 
ployees and outings. 

(d) Offering food at cost in a dining room in the factory, and 
furnishing filtered water for drinkers. 

(e) Granting pensions to superannuated employees with good 
records, and offering on easy terms sickness, accident and life 
insurance. 

(f) Building of model houses, supplying land for small gar- 
dens, offering prizes for the most attractive house yards; aiding 
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employees to secure their own homes by a system of co-opera- 
tion. 

(g) The maintaining of ventilation and dust removal systems ; 
providing safety devices against accident, having a physician, 
emergency medicine and surgical closets, and even a hospital. 

(h) Endeavoring by various means to lessen intemperance. 

(i) Offering educational oportunities, furnishing a library and 
reading room, even a club, and opportunities for physical training. 

(j) Encouraging suggestions from employees by “a sugges- 
tion ” boxes and prizes. 

The manufacturing department, more than any other of the 
two divisions, should have a well organized maintenance depart- 
ment, which looks toward improving and increasing the efficiency 
of the building and equipment without decreasing productive 
capacity. The installation of modern devices for those more or 
less obsolete, and the construction of new buildings are all neces- 
sary functions of a progressive plant. 


SELLING DEPARTMENT. 


As soon as the goods are manufactured they are received into 
the shipping department, which may or may not be a ware- 


house. Whatever the shipping department is like, it distrib- 
utes to the customers the manufactured goods. In it the goods 
should be inspected, located, checked against orders, packed and 
shipped in accordance with shipping orders and routeing in- 
structions. Proper stocks consistent with sale department re- 
quirements must be maintained. 

The selling department primarily contracts for and supplies the 
goods according to orders. It must, however, do more than this. 
It should push the products of the factory into the market, and 
«ndeavor to secure an increasing market. In order to do this an 
advertising department is associated with most plants, where in- 
formation is given to customers and the trade by means of publi- 
cations, personal letters, and by salesmen who bring orders to the 
department. The ordering department takes these customers’ 
demands and presents them to the manufacturing department, 
which sees that they are properly filled. 

Branch houses are important features in many plants, and 
they are managed by sales agents, who control, under the direction 
of a manager, certain territorial sections, and the business of the 
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company with the customers in those sections. Besides securing 
orders, the selling department must see that they are properly 
delivered, and in order to do this they are very closely bound up 
with transportation companies, so that frequently a transporta- 
tion department is a distinct section in the selling department. 
The transportation provides : 

(a) Cars and boats. 

(b) Rating and transferring and storing facilities, and equip- 
ment with necessary help. 

(c) Trucks and wagons for delivery of goods to customers. 

(d) Route instructions to shipping clerks and railroad agents. 

(e) For the safe and prompt delivery of goods to destination. 

(f) Making of claims against the carrier for any unsatisfac- 
tory service. 

(g) They endeavor to secure the best rates practicable for 
special service, and in the forwarding of goods avail themselves 
of the lowest transportation rates that are obtainable. 

(h) They approve all bills of transportation companies. 

(i) In general control all details between the company and the 
transportation, storage, steamship, and trucking companies, 
handling products of the company and the raw and operating ma- 
terials shipped to the works. 

The types of organization and management in practice, are dif- 
ferent ; combinations of these departments and divisions found in 
various factories in the same industry and in the factories of dif- 
ferent industries. The general plans, according to which various 
manufacturing operations are carried on, vary considerably, and 
to such an extent in different works that generalization is prac- 
ticable only to a limited extent. 

Generally speaking, all these functions may be held in their 
proper relation and overseen by the owners of the factory, but 
with the extension of businesses and great increase of incorporat- 
ed companies, the owner has become a stockholder and has gone 
out of direct personal contact with any of the functions. He us- 
ually now exercises his powers through directors whom the 
stockholders select by election, and these in turn control the policy 
of the company through the president and executive officers. The 
administrative departments are controlled by the secretary, treas- 
urer, auditor, accountant, cost keeper, statisticians, real estate su- 
pervisors, and legal advisers. No longer has the actual owner any 
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such close relation with the actual works of the shop and the de- 
partments. His interest now lies in dividends, which are deter- 
mined by the profit and loss of the company. Organizations are 
now administered very largely and controlled by salaried mana- 
gers who are not so vitally concerned in the profits and loss, and 
as a result their functions should be carefully considered. A sal- 
aried employee may have character, skill, ambition, and the neces- 
sity of supporting dependents, but the success of his work is al- 
ways limited to the extent proportionate to the nature and amount 
of his interest in his work. The owner’s interest is of a strength, 
freshness and energy which it is difficult to develop in a salaried 
employee. The nearer the approximation that the employee has 
to the actual owner, the more successful is the management. An 
essentially desirable condition is where the employee has a stimu- 
lus, whatever it may be, which calls forth a personal effort 
and desire for success in addition to and distinct from his activity 
due to a desire to advance in the company and the wish to retain 
his position as a means of livelihood. Many forms of stimulus 
have been tried, few have been successful, and the tendency is 
to rely on human selfishness, ambition, and social necessities to 
urge the employee to an existence satisfactory to his superiors 
aside from any disciplinary feature of the organization. 

Local management has disappeared in many large companies, 
especially in industrial combinations. That is, the functions of 
management are largely performed at a main office, more or less 
distant from the factory, which is now in charge of a resident 
superintendent, who carries out the instructions of the different 
departments and accepts and uses such equipment, orders, mate- 
rials and charges as are given to him. Local management exists 
where the different functions are performed by departments and 
divisions located at the factory, and until the balance of power 
has been absorbed at the main office, where centralized control 
gradually transfers said performance from the factory. A main 
office may perform only a few of the functions, and in practice 
what functions are transferred and what are not vary greatly in 
the case of different companies. City life is more attractive than 
country life. Transactions in the outside business world are more 
readily carried on at a business center of a large city. If the 
company owns more than one factory, centralization and speciali- 
zation in management are to an extent productive of considerable 
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administrative economy. With the aid of the telephone, telegraph 
and mail, many of the functions can quite as well be performed 
away from the mill as at the mill. Main office management tends 
towards indirectness, red tape, lack of discrimination, impersonal 
and mechanical management. Formal and automatic organiza- 
tion and the disadvantages incident to control on the basis of 
knowledge obtained from reports and correspondence, are dif- 
ferent from that obtained through the senses and by contact. 





Stock Accounts and Book Inventories. 


By Witiram M. Lysranp, C.P.A. ‘ 
In manufacturing establishments where no system of stock 
accounts has been introduced, but in which the practice of de- 
termining results by “taking stock” once a year still prevails, the 
observer cannot fail to be impressed by the relatively slight im- 
portance attached by the management to the necessity for ac- 
counting definitely and accurately for the commodities used in 
the business, as opposed to the careful and exhaustive records 
required to be kept of other details, such as cash received and 
disbursed, wages of employees and the like. 


In all business organizations whose accounting methods have 
progressed beyond the most elementary stage, the principle is 
universally accepted that the initial record of all moneys re- 
ceived and disbursed must be contemporaneous with the trans- 
action, and further that the accuracy of the records must be 
tested by daily comparisons of the balances of cash as shown by 
the books, with the moneys on deposit and in the drawer. 

Likewise, with respect to the wages of employees, it is conceded 
that complete daily records must be made of their time, and 
usually these records must be verified by some system of checks 
or time-clocks, so that there may be a reasonable degree of assur- 
ance that payment shall be made only for work that has actually 
been performed. 

But when attention is directed to the accounts relating to the 
commodities of the business, an entirely different state of affairs 
is frequently found to exist. From the incoming of the raw ma- 
terials to the delivery of the finished products, it is often the 
case that the commodities are practically left to take care of them- 
selves, (so far as accounting for them by bookkeeping records is 
concerned,) and the fact that they are not disposed of improperly 
may depend entirely on the integrity of the employees, subject 
only to such limited supervision as may be possible on the part of 
the shop foreman. 
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It is true that money and commodities have radically different 
characteristics and that the one is much more susceptible of fraud- 
ulent use than the other, but even if their dissimilar features be 
granted, a striking incongruity will be seen to exist between the 
careful accounting exacted with respect to money transactions, 
and the careless non-according methods permitted in dealing 
with commodities. 

Dismissing, however, for the time the question of integrity in 
the handling of commodities, for that feature is after all of rel- 
atively minor importance in stock accounts, it will be seen that 
there are other business considerations which amply justify the 
labor and expense of keeping accurate and complete stock ac- 
counts. Such accounts form an essential part of cost records, 
which together with interim balance sheets and profit and loss 
statements are now generally considered to b> indispensable fea- 
tures of modern business management. 

[ ~ The accounting principles involved in manufacturing stock 
accounts are simple and do not perhaps admit of much discus- 
sion, but the methods in use are diverse and of varying degrees of 
efficiency. ’ 

In outlining a system of stock accounts it should be so planned 
that all materials received or produced may be accurately recorded 
and the manner of their use or disposal clearly stated, while the 
quantities and values of those on hand at any particular time 
should be readily ascertainable. The stock accounts should be so 
arranged as to form an integral part of the whole system of ac- 
counts, either as part of the cost system or through controlling 
accounts in the regular ledger. The extent to which the several ar- 
ticles must be grouped or detailed in the subsidiary stock ledgers, 
will of necessity depend upon the nature of the business and re- 
quirements of the management. 

The recording of the incoming commodities does not usually 
present many difficulties. Generally the verified purchase-in- 
voices may be used as the basis of posting to the stock ledger. In 
some lines of business, however, the materials may be received 
some time before the bill has been approved, as the latter may be 
held awaiting the results of tests of the materials by analyzing 
or sampling. In order that the stock records may be kept up 
closely, it may, under such circumstances, be advisable to post the 
quantities from the record of materials received, but such entries 
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should be in effect of a temporary character and the approved 
purchase-invoice should ultimately be the basis for the charge to 
the stock accounts. 

Other charges to the stock accounts will arise from the various 
production records of the establishment or will be caused by the 
return of articles to the stores unused. 

The credits to the stock accounts will be occasioned by the con- 
sumption or sale of the articles therein recorded and the entries 
for such credits will usually originate in requisitions made on the 
stock-keepers, or in shop reports of materials consumed in the 
various processes. It will be found in practice that the weak 
point in stock accounts is the inability to secure full and accurate 
shop reports of materials consumed or articles produced. Diffi- 
culty may be experienced under the best of circumstances in ob- 
taining factory reports that may be relied upon, and in some in- 
stances the cost of exact ascertainment of quantities by weight or 
measure is prohibitive. Under almost any conditions, however, it 
will be found possible to obtain sufficiently correct reports to 
abundantly justify the keeping of stock accounts, as the valuable 
information obtained from them will on the whole more than 
offset the possible errors that may occasionally occur. 

Allowance for legitimate waste of materials in the manufac- 
turing processes must be taken into consideration in the accounts. 
In making allowance for such wastage it may be possible to obtain 
from similar lines of business, some approximation of what 
should be the normal percentage of loss, but generally the con- 
ditions in different establishments vary so greatly that each con- 
cern must determine such data from its own records. 

As has been heretofore stated, the introduction of stock sys- 
tems was occasioned not so much from fear of loss by abstrac- 
tion of materials, as from the desire to obtain more information 
respecting costs and other business details than was possible under 
the old plan of taking stock only once a year. 

Formerly the manufacturer was obliged to be satisfied with 
accurate returns obtained only once a year, depending in the 
meantime upon his business sense to determine whether the 
operations were being carried on profitably or not. When busi- 
ness was conducted on a more restricted scale so that the propri- 
etor or his agents could supervise closely every part of the enter- 
prise when the margin of profit was great enough to admit of 
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some extravagance in manufacture, the necessity of ascertaining 
results more frequently than once or twice a year was not so 
keenly felt. Now, however, the modern competitive business con- 
ditions require that accurate information shall be furnished 
promptly and continuously, not merely as a record of what has 
passed, but as a guide to the future. When the margin of profit 
is small and the dividend requirements large, it is necessary for 
the management to keep constantly informed as to the results 
of the operations of the business. In a system of accounts de- 
signed to provide such information, stock accounts and book 
jinventories form an indispensable part. 

The book inventory itself is simply a list of balances prepared 

from the stock accounts and purporting to show the quantities and 
cost values of the several kinds of raw materials, and finished or 
partly finished products on hand at the time the inventory was 
prepared. If the stock accounts have been properly kept, a book 
inventory should to a great degree obviate the necessity of taking 
a physical inventory. Every consideration of good accounting and 
business precaution demands, however, that the book inventory 
shall be correct, or that there shall at least be not less on hand than 
the book balances indicate. It, therefore, by no means suffices 
to arbitrarily assume that the book inventories are correct even 
though the system may be such that exact arithmetical balance 
of the stock accounts has been assured. Every part of the inven- 
tory should be carefully scrutinized to ascertain whether all the 
elements of possible error have been eliminated or provided for. 
It may be that sufficient allowance has not been made for waste in 
manufacturing or loss in handling, or that the shop reports have 
been so faulty that the book balances may be largely in excess 
of the articles actually on hand. A decided fall in market prices 
may have occurred, so that the book inventory valuations may 
represent inflated values which must be restored to a proper level 
by suitable reserves. All these and other questions must be care- 
fully considered before the book inventory is finally incorporated 
with the other items of the business statement. 
- Stock accounts and book inventories are of value in that if they 
are properly used, the attention of the management should be 
frequently directed to the various items of stock, with the result 
that undesirable lots which might otherwise be unnoticed may be 
weeded out, or duplication of purchases avoided. 
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The use of stock accounts should admit also of smaller stocks 
being carried than would otherwise be the case, as the stock led- 
ger will at once disclose any diminution in the quantities on 
hand below the safety point, and thus furnish a warning for their 
replenishment. 

On the other hand, if no stock accounts are kept, larger quan- 
tities than are really needed may be carried, thus adding to the 
costs in storage space and interest on money invested in surplus 
stock, as well as increasing the chance of possible loss through 
some part of the stock becoming obsolete. 

It should also be possible to secure greater relative uniformity 
in stocks of materials, and thus enable the manufacturer to com- 
plete orders in the most expeditious manner. It may add mate- 
rially to the cost of a piece of work if the operations must be dis- 
continued pending the delivery of certain materials which should 
have been in stock. Idle capital in the meantime tied up in the un- 
finished work, the shop space non-productive and the additional 
expense of doing work in several installments, are all factors of 
cost to be reckoned with which might be avoided if proper stock 
accounts were kept. 

Stock accounts and book inventories also have their value in 
the event of loss by fire. If the stock accounts have been care- 
fully kept and it can be shown that the book inventories have 
from time to time agreed substantially with the physical inven- 
tories, the data prepared from the stock books as of the date of 
the fire will have weight in securing an equitable adjustment of 


the loss. — 


The necessity for verifying the book inventory carefully has al 
ready been referred to, and the method that first naturally suggests 
itself is that the book balances shall be compared with a physical 
inventory to be taken as of the same date. To apply this method 
frequently, however, would entail too great a cost and would de- 
feat one of the principal objects of stock accounts, namely, that 
the stocks on hand may be ascertained without the time or ex- 
pense involved in preparing a physical inventory. However, a 
verification of this character applied at least once a year is to be 
recommended, although it is possible generally to verify the stock 
accounts from time to time during the year, independently of the 
comprehensive verification at the end. Thus it may be that as a 
certain lot of materials become nearly exhausted the new supply 
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may be allotted a separate space so that there will be no intermin- 
gling of the two groups. In the meantime if the accounts of the 
articles in the stock ledger have been kept correspondingly sep- 
arated, a verification of the book account will be possible as the 
first lot becomes exhausted ; differences may thus be localized and 
corrected from time to time. 

In many undertakings, however, it is not possible to make such 
a physical separation in the incoming materials as has been sug- 
gested above. The available space may be too limited to admit 
of distributing the same kind of materials in more than one place, 
or the most economical handling may require that the new pur- 
chases be mingled at once with the partly consumed lots. 

When materials cannot be divided into separate lots, and the 

accounts of such materials must necessarily be continuous in the 
books, verification of the balance may be made to some extent by 
noting when the balance is at its lowest point in the books, and 
then requiring a careful estimate to be made of the material it- 
self for comparison with such book balances. Or a good plan is 
to require estimates of quantities on hand to be made monthly or 
more frequently by two or more persons working separately. A 
tabular statement of these estimates compared with book balances 
may reveal some discrepancies which may then perhaps be inves- 
tigated and corrected, whereas if the differences were not dis- 
covered until long after it might then be too late to locate the 
sources of the errors. 
- In securing these estimates care should be exercised to ascer- 
tain that they are actually made by each man on an independent 
basis. Proper estimating demands good judgment and close ob- 
servation, and it may be work not congenial to the foreman or 
yardman or those who are required to undertake it. It requires 
much less mental effort and personal inconvenience on the part 
of Foreman Jones and Yardman Smith to make a perfunctory 
examination, compare results and fix up the total so that there 
is not too great disparity between their reports, than it does for 
each to make a careful, independent and thorough estimate. 

Reference has already been made to the loss of materials due to 
waste in manufacturing processes or to loss in handling pre- 
paratory to their being used. The percentage of such waste can 
usually only be determined from statistical records extending 
over a considerable period. But even when the percentage seems 
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to have been ascertained with considerable degree of certainty, 
it should still be used with caution. Otherwise every discrepancy 
between the book balances and the physical inventories may be 
ascribed to varying percentages of legitimate wastages, and there 
will be a temptation to increase the rate of percentage rather than 
investigate the circumstances and determine the cause of the 
errors. 

Consideration of the question as to what is the proper basis for 
valuing an inventory will perhaps reveal a substantial uniformity 
in theory, but a considerable diversity in practice. 

It is probably the consensus of opinion among accountants that 
inventories should be valued at cost or market, whichever is the 
lower. This theory could not perhaps be sustained on logical 
grounds, but it has everything to commend it from a conservative 
standpoint. It is a well established principle that, except possibly 
under certain exceptional conditions, no profit should be taken on 
undelivered finished product, or on raw material awaiting conver- 
sion. Let it be assumed that the market for raw materials is ris- 
ing and that the manufacturer has on hand a large stock of such 
materials purchased at lower prices. If these materials are valued 
at market prices when the inventory is made it might result in the 
accounts showing a large profit on certain raw materials which may 
have been in the stock rooms untouched from the time of their 
purchase. It will be seen that such a profit is in reality nominal 
only and is still subject to all the contingencies of manufacturing 
and disposing of the finished product, and it is, therefore, of too 
uncertain a character to be dealt with as an active factor in the 
profit and loss account. 

On the other hand, if the market prices have fallen below the 
cost values of the articles in the inventory, conservative business 
methods require that a reserve shall be provided to meet any pos- 
sible losses from such a source. In other words losses should be 
anticipated, but profits should not. 

It should not be expected that the adjustments referred to 
above would be made at each monthly stating of the business re- 
sults. So far as the shop operations only are concerned it will be 
more satisfactory to allow the cost priées to remain at least during 
the year, if not continuously, in order that the shop management 
may receive due credit, and that comparative statements may be 
prepared based on actual conditions and not on arbitrary adjust- 
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ments. Reserves for possible losses could at any time be made 
the subject of a separative adjustment affecting more directly 
the general results as distinguished from the shop operations. 
It would seem that such a course would comply with demands 
of conservatism without disturbing the records of manufacturing 
operations. 

In conclusion it will be seen that the principal difficulties to be 
surmounted in installing stock accounts are those which arise 
in practice rather than in theory. It may be found comparatively 
easy to design an excellent system, but its practical application 
will demand unceasing patience and perseverance. 





Methods of Determining the Efficiency of Labor. 


By Joun C. Duncan, B.S. % 


At the beginning of the industrial revolution which had its 
rise early in the nineteenth century, one of the first problems 
presented to the employer was how to secure the most efficient 
service from his employees. When he hired few men and these 
were under his personal supervision, little opportunity was given 
them to waste time. The employer in most cases either did part 
of the work himself, or had it under his immediate direction. As 
the scale of operations has expanded, however, the proprietors 
have had to turn their attention from the shops to the markets. As 
a consequence the internal management of the works has been 
left more and more to the foremen, who are usually deficient in 
managerial ability. Out of the weakness of supervision by fore- 
men grew the demand for systems of control which would sup- 
plement the personal control of the working boss. 

One of the first problems was the keeping of the workmen’s 
time. We do not appreciate the difficulties which in the early 
part of the last century confronted growing establishments in 
obtaining an accurate record of the time of the employees. When 
shops were small, the owner or superintendent could readily 
detect the late comers, but as the number of employees increased, 
it became a physical impossibility for one man to note all the tardy 
ones. In every shop there are men quick to take advantage of 
any defect in the employer’s system, and as soon as these dis- 
cover that without detection they can begin work some time 
after the starting signal, they are not slow to take advantage of 
the opportunity. 

One of the most effective devices of time recording, and the 
one first adopted, is the time check. This is a boon to both the 
foreman and the proprietor. By it the foreman is relieved of 
time-keeping duties, so that his undivided attention can be cen- 
tered on the execution of the work, while the proprietor no longer 
needs to pay men for time they are not in the shop. 

The time check is used in a variety of forms. 
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I. The in-board out-board form. At the entrance of the 
works are placed two boards, one marked “out-board,” placed 
near the gate, and the other marked “in-board,” placed further 
toward the work rooms. Every man is assigned a numbered 
check, which hangs with the corresponding number on one or the 
other board according as he is in or out of the works. While 
the men are filing in, taking their checks off the out-board and 
hanging them on the in-board, a watchman stands nearby to see 
that no one takes other than his own check. The gate is closed 
as soon as the signal for starting work is given, so that no one 
can get to his check after starting time without calling the time- 
keeper’s attention to the fact. 

II. A modification of the above scheme is to give the men 
actual possession of the check, which they drop in a box on enter- 
ing the works. Obtaining the time record by either method is 
a simple matter. After the plant is started, all the checks are 
in, and the time-keeper makes a record of the numbers. In the 
second plan he takes the checks into the work rooms and returns 
them to the men. In this way he comes into actual contact with 
each workman, so that there is no possible means by which one 
man can drop another’s check into the box without being de- 
tected. 

III. The third plan dispenses with the check. The workman 
instead is given a number, which he must announce as he enters 
a specified gate. A clerk at the entrance crosses off the number 
as the employee calls it out. With this scheme it is impossible 
for a man to give more than one number, and the clerk has an im- 
mediate record of the men who are in the plant. 

While these schemes are effective for plants of moderate size, 
or where the work rooms are close to the entrance, they fail to 
be thoroughly satisfactory when the departments become scat- 
tered over a large area. Unless there be some kind of a check on 
the men after they enter the main gate, those disposed to shirk 
will take advantage of the opportunity to waste time in getting 
to their places after they have recorded their entrance. 

To prevent these losses the large firms have been forced to 
adopt some plan which would record the employee’s entrance into 
the department in which he is due. A check plan of surmount- 
ing the difficulty is to have a clerk distribute the checks at some 
main entrance, and then require each man to hang his check upon 
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a board within the department in which he is working. This 
scheme proves effective in insuring the prompt appearance of 
the men in their departments, but it involves more clerical work 
than is necessary because it requires a set of clerks at the enter- 
ing gates as well as another set who make record of the checks 
as they are hung in the departments. In order to reduce clerical 
work to a minimum and at the same time record the time ac- 
curately, mechanical devices have been perfected. 

Insurance companies were probably the first advocates of 
mechanical recorders. Night watchmen are left to themselves 
for such long periods of time that unless they are forced to visit 
all the various parts of the plant they are inclined to shirk their 
duties. Fires usually start from small beginnings, and if de- 
tected at once, can be extinguished at small loss to the firm and in- 
surance companies. The recording disk and push button in all 
parts of the plant solved the problem of watching the watchman, 
and the same principles in the time clock recorder have been ap- 
plied to keep the time of the men. 

A variety of these mechanical devices are on the market, and all 
aim to fulfill the following functions: 

(1). Enable the employee to record his own time of entering 
the works and leaving the plant. In this way errors are pre- 
vented and the clerical attention required by the last time system 
is saved. 

(2). Enable the time keeper to readily compute the number 
of hours each employee has to his credit, thus saving clerical 
work in the time office. 

(3). Prevent employees from entering the departments after 
starting time and leaving before quitting time. 

For high class labor the time clock is the most desirable means 
of reaching the employee, because it does the work accurately. 
It is, however, questionable whether it is worth while to use the 
device on all classes of labor. Men whose time is worth little 
and who can be readily replaced if found unsatisfactory can be 
looked after by some check system. Time clocks cost several 
hundred dollars and can not take care of an indefinite number of 
employees, 150 being a large number. When we consider the 
fact that with or without the clock some clerks must be em- 
ployed, the manufacturer will do well before introducing a 
clock to consider the quality of his labor, the size of his pay roll, 
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the number of clerks the clock will save, the amount of the 
interest on the investment in clocks, and the cost of operation in 
record blanks, ink ribbons, repairs and the like. If the saving on 
the clerical work is not sufficient to reduce the wages paid for 
clerical services by a sum equal to the interest on the investment 
and other extra expenses, what is the advantage of using the 
clock? The writer is familiar with a plant in which every one 
employed, from the foreman to a $3 per week messenger boy, 
has to “ring up,” and more time is wasted by the employees pre- 
paring to be among the first to get out than he has ever seen 
wasted with any check system. 

Employers have long realized the importance of keeping track 
of the time of the employees while within the shop. No matter 
how effective a scheme may be for insuring prompt attendance 
at the stated period, the system fails if there is not an equally 
effective scheme for keeping him employed during the time for 
which he is paid. Before the check system came into vogue, and 
long before the time clock became an institution, the time keeper 
would note the hours each man put on each particular job. At 
first this was done in order to ascertain the labor cost of the 
completed job. Later, as competition became more keen, em- 
ployers found it desirable to know the minimum tirne in which 
a piece of work could be completed. 

The time record has little value in itself if the foreman does 
not use it as a basis for increasing output. Few men will, 
of their own volition, work at their maximum pace, yet com- 
petition is becoming so keen that the manufacturer who allows his 
men to slacken their pace will soon find his rivals invading his 
market. Managers have iong grappled with this phase of the 
labor problem. 

The general idea of classifying men into groups has long been 
recognized as open to many serious objections. Within the groups 
men differ widely, and the tendency is to make the average out- 
put determine the maximum output per man. A good man has 
no particular incentive to do more work than is sufficient to make 
his position secure, and his fellows, by peaceable or coercive per- 
suasion, will do ali they can to make him restrict his output so 
that all may keep at a comfortable pace. 

Many plans have been offered as solutions for the difficulty. 
The scheme of paying men for the amount of work they ac- 
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complish seems to afford a basic starting point for a new develop- 
ment in wage payment systems. Yet straight piece work has sig- 
nally failed in many plants. When work is of a variable char- 
acter it is exceedingly difficult for the employer to ascertain a 
fair rate for the unit. Workmen do their best to deceive their 
superiors just as soon as they imagine piece rates are going to 
be established. Some years ago the writer was employed as 
machinist by a concern that was attempting to establish piece 
rates for certain classes of work. It was observed that as long 
as rates were being adjusted the men on those particular jobs did 
as much idling as they dared. After the rates were fixed, they 
would then speed up until they made from 30 to 50% more than 
their ordinary wages. At a certain level they would cease to 
make further advance, for they knew if more was earned a cut 
would ensue and they would have to work harder to get the 
same daily wage. 

The premium plan tries to obviate the cause of soldiering by 
dividing the amount of time saved between the employer and 
employees. But the period of time determined for the comple- 
tion of the job is still based upon more or less inaccurate observa- 
tion. Under the premium plan a manufacturer is less likely to 
cut the rate because he receives a portion of the time saved. But 
before the rates are fixed, the men loiter about their work about 
as much as they dare. If the adjustment has been made too low, 
the writer has observed that the men take great care to nurse 
them carefully so that they will not make an excessive wage. 

In the contract system the contractor who has charge of the 
job finds it to his interest to get the best services possible out of 
the men under him, for he is paid for the amount done. But 
although he usually urges his men to their maximum, he very 
often will encourage idleness until the price is fixed for the job. 
A very large concern in Philadelphia had to abolish the contract 
plan on account of the perfect system which the contractors had 
evolved to retard work for the purpose of increasing the price. 
Another objection that may be noted against the contract system 
is that the contractor is the only one who gets the reward for 
the extra exertions of the men. Naturally a certain amount of 
friction exists in shops where the work is under the direction 
of contractors, and friction is a thing to be avoided in all organi- 
zations. 


305 





The Journal of Accountancy. 


An excellent plan has been devised to eliminate the cause of 
friction by extending the idea of the contract system to all men 
working on a job and giving a bonus to every man for the work 
if it be completed within a given time. This is more likely to en- 
courage men to work rapidly than the giving of the entire re- 
ward to the contractor. Even under the bonus system we have 
the underlying weakness of all other systems—the length of 
the time the job should take is left to the observation and judg- 
ment of men who have previously had similar work in charge. 
As soon as men understand that a bonus is to be offered for work 
completed before the usual time, they are tempted to nurse the 
job as carefully as possible that the time limit may be extended. 


Mr. Frep. W. Taytor, in a paper read before the American 
Society of Mechanical Engineers, advocates the idea of a differ- 
ential piece rate system. According to this plan a workman is 
paid a certain rate for a minimum number of pieces; should he 
be successful in exceeding this minimum number, the rate per 
unit is increased. Thus each man has an incentive to do the 
maximum amount of work. In order to insure good work a 
system of inspection does not allow poor work to pass, the work- 


man getting no pay for spoiled pieces. 


Here more than in any other system must we have an accurate 
knowledge of the time necessary to complete a job. If the time 
limit be too generous the employee has the possibility of making 
unusually high wages because of the increasing price which he 
gets for each piece above the specified day’s work. Should he take 
advantage of the conditions to make this maximum wage, a cut 
is inevitable. In view of this fact, the temptation to nurse the job 
is so great that few men will fail to take advantage of the 
opportunity and the manufacturer will therefore be the loser. On 
the other hand, should the time allowed be too small, the em- 
ployee can never attain the maximum price for the work and 
will be unable to make a fair daily wage. Such conditions are 
intolerable to good men, so that they either leave the job to 
poorer workmen or sacrifice quality of work to attain quantity. 


In recognition of these facts and in order to surmount the 
difficulty of obtaining accurate time knowledge, Mr. Taylor has 
devised an elaborate time-study plan. Every job is analyzed into 
its elemental movements and the time of each is accurately taken 
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with a stop watch. To ascertain the time to complete the job, a 
summation of the various steps is made. 

The carrying out of the time-study plan requires so much 
careful attention that it is impracticable in the majority of plants. 
The accumulation of time data presents here as great an 
obstacle as does its collection in other systems. As soon as men 
realize they are being timed for every movement, appreciating 
the fact that the wages are going to be rated accordingly, they 
adopt that studied systematic soldiering which is so prevalent in 
shops trying to change from a time to a piece work basis. 

It is not the object of this paper to pass judgment on any of 
the systems cited, but the writer desires to call attention to some 
points that are seldom considered as they should be by advocates 
of labor control. 

The vital point of the organization should never be obscured 
by the promoter of a system. System should be introduced for the 
purpose of assisting the heads of the plant to come into direct re- 
lation with the work being done in the various departments. It 
should aim to give them accurate knowledge of the doings of 
the subordinates and connect with them the responsibility for 
the work. The man is the most important factor in the workshop 
and he cannot be substituted by any scheme, no matter how val- 
uable. A system fails that does not tell where the leaks occur, 
but when it does show the leaks the management of the plant 
should take necessary steps to get the men to do the work. 

Few appreciate the importance of overseers in industrial estab- 
lishments. The managers of large plants frequently find woeful 
deficiencies in the runnings of many of their departments. Many 
have given up hope of getting efficient men and have turned 
to some system or other, hoping to find it a panacea. After giv- 
ing a number of these made to order schemes a fair trial, they 
find that the vital problems are unsolved and are liable to form 
hasty conclusions as to their value. Rightly applied, modern 
systems are valuable, but care should be taken to see that the 
system is adapted to the conditions of the plant and its necessary 
operations. Never should a plant be made to conform to a ready- 
made system ; trouble is inevitable if it does. 

The fixing of definite responsibility for the proper perform- 
ance of every operation is the keynote of successful enterprise, 
and unless a plant has this idea of responsibility firmly and defi- 
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nitely incorporated in its management from the highest to the 
lowest workman, it is open to vital weaknesses. No system that 
has the tendency to divide responsibility for work is a good one. 
The writer has worked in a shop wherein responsibility is divided 
amongst a number of bosses of greater or less importance. The 
difficulties that are encountered in getting work completed would 
strike the outsider as amusing if he is not a stockholder. To the 
men who care to get on with their work it is exasperating to see 
the delays that are encountered. In the shop are a head fore- 
man and his assistant, who have general charge of the work. 
Besides these are a tool room boss, four machine bosses, each 
of whom has charge of some particular class of machines, and 
a number of gang bosses on the floor. Each boss is in full 
charge of one class of work and is supposed to get it out as 
quickly as possible, so that the erecting gangs can get the pieces 
assembled. Throughout the shop men are constantly being 
driven to work at a faster pace. On one class of work the piece 
rate was introduced and the prices were reduced to such a 
point that men slighted work and hid defects so as to make a day’s 
wage. The inspection proved defective and the piece payment 
had to be discontinued because much of the work had to be done 
again. In that case efficient inspection cost more than the saving 
on the men’s time. All the work that comes from the machines 
goes to the erecting gangs without inspection. When an error 
is discovered the piece is usually wanting, and then in nine cases 
out of ten no one is to blame. Conditions such as these exist in 
factories and apply to all systems of wage payment. Further- 
more they will continue as long as the responsibility is unfixed. 

The head foreman of a shop should be thoroughly acquainted 
with the characteristics of all his subordinates, their capabilities 
and limitations. The gang-boss who has charge of the various 
classes of work should in like manner know all the workmen and 
put them at the class of work for which they show the greatest 
capacity. The power to make a thorough study of the man is 
one of the most if not the most important requisites which a 
foreman or any kind of a leader can possess. It is indeed the 
most valuable asset; with that power he can make any system 
successful. Besides studying the man the foreman should make 
a careful study of the classes of work done in the shop. All kinds 
of machine work can be divided into three classes :— 
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1. Work that requires careful attention and skill all the time 
it is in the machine. 

2. Work that requires a certain amount of skill to put into 
the machine and get started, but can be attended to by an ordi- 
narily careful workman. 

3. Work that needs only to be fed into the machinery. 

By making a careful study of the kinds of work that is being 
brought into the plant the foreman will frequently find that he can 
send much work from the first into one of the other two lower 
classes. One cannot emphasize too strongly the importance of 
standardizing the work of the shop and the studying of the best 
and quickest methods of doing it. When we realize that time 
can be saved in two ways, that it is just as important for us to 
know the best method of getting a job done as it is to make it be 
done quickly, then we are approaching a true solution of the in- 
dustrial labor problem. 

This solution can be attained by training men always to seek 
the best methods of doing things and giving them due credit when 
they discover a new way which will make a saving either in 
time or material. In these days a large manufacturer must give 
time to the developing of men so that they can accept respon- 
sibilities. As soon as an organization fully appreciates this fact 
and acts upon it, new methods will be discovered and the men will 
rise to a full sense of their responsibilities ; then progress will be 
inevitable. If, however, a firm fails to offer men opportunities 
for advancement, if it fails to encourage good work and reward 
men for new methods of doing work, if there is a lack of personal 
touch between the heads in the offices and the men and work in 
the shops, there will be grave mistakes entailing losses which are 
bound in time to make themselves felt in the diminishing profits 
of the concern. 





Management of Traveling Salesmen. 


By Frank S. Evans, 


MANAGER WHOLESALE DEPARTMENT OF STRAWBRIDGE & CLOTHIER, 
PHILADELPHIA, 


The most important department of any business is the depart- 
ment of sales. The personnel and organization of this depart- 
ment usually determine the measure of success which the busi- 
mess can achieve. This is particularly true in the wholesale 
business where the sales are carried on over a wide territory 
away from the direct supervision of the management. Under 
these circumstances, the proper selection of salesmen and their 
organization and control are of supreme consequence. I propose 
in this paper to present the system which has been developed by 
a large wholesale house for the management of their salesmen. 
This system is a product of twenty years, and while it is not 
claimed that it is ideal in all respects, it has come to work fairly 
well. 

The number of salesmen which a wholesale house requires is, 
of course, dependent on the nature of the business, the territory 
to be covered, and the division of the merchandise. In the busi- 
ness under examination, the goods of the seven departments 
divide themselves naturally into four general lines as follows: 

1. Silks, dress goods, wash goods. 

2. Linens, white goods, handkerchiefs and upholstery goods. 

3. Women’s garments. 

4. Upholstery goods as a special line separate from any other. 

This division of merchandise requires that at least three men 
should cover the same territory with different lines. The general 
division, however, is subject to certain modifications. As a gen- 
eral proposition, the nearer the territory is to the house the 
greater is the need of restricting the number of lines which are 
carried by a single salesman, as well as the amount of territory 
which he is required to cover. The influence of a wholesale house 
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decreases with distance. Our experience is that in lines com- 
prised in groups one and two, the trade should be seen at least 
every fortnight ; that the city trade should be reached two or 
three times a week; the territory adjacent to the home territory 
every four to six weeks, and so on in the widening circles, the in- 
tervals between the visits increasing with the distance from the 
basis of supply. The retail dealer as a rule carries stock in pro- 
portion to his ability to get prompt deliveries. In some 
sections of the West and South, a merchant buys a large part of 
his supplies but once each season. Within a radius of 500 miles, 
a house such as described above, might have no man who carried 
more than the lines comprised within a single group. In more 
distant ‘territory, however, it is economical to combine groups 
one and two, and in some cases groups one, two and three. This 
distant territory is not so closely traveled. It is not completely 
covered but rather selected. There is no need to see each cus- 
tomer so frequently, and, by combining lines, the salesman can 
not only devote more time to each town, but can also reach more 
towns on account of the length of time which elapses between his 
visits. It frequently happens, however, that while a salesman 
may be identified with the lines in group one, he may reach some 
towns in his territory which are not reached by the salesman who 
carries group two, and because of this he should be furnished with 
a selection from group two to show his trade in these towns, not, 
however, where it interferes with group one. 

We now come to the method of mapping out or assigning ter- 
ritory to different salesmen. A number of methods are in vogue. 
Some of the large wholesale houses maintain the system of gen- 
eral salesmen. These men practically have the whole United 
States as their territory. They have acquired control in various 
ways of certain lines of trade, so that they are practically the 
owners of it so far as its placing is concerned. They are not re- 
stricted to one territory, and nearly every account which buys of 
the house belongs to some one of these general salesmen. They 
do not travel, but they have assistants who are constantly on the 
road. In those houses which have general salesmen, the salesmen 
look after the orders, taking the place of the order clerk in a 
moderate sized house. The general salesman may have credit 
for selling one or two million dollars of goods and yet personally 
sell only a small percentage of it. His assistants do the work un- 
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der his supervision. Houses with general salesmen also have 
department men who make periodic trips over the territory, and 
the sales of these department men are credited to the silk depart- 
ment. The compensation of the general salesman is fixed with 
reference to the nature of his work. Where three or four per 
cent. might be paid on the basis of regular salary, a general sales- 
man might receive one half of one per cent. The system of 
general salesmen is passing away. It is based on a fallacy that 
the salesmen and not the house owns the trade. It keeps the 
wages of the traveling salesmen low and results in a low class of 
traveling representatives. 

The methods of assigning territory to salesmen which is gen- 
erally adopted in the United States, may be illustrated by the 
experience of a large wholesale house. When this business 
started it engaged some older salesmen from other houses who 
controlled a certain amount of trade. They had free range of 
the United States because there was no territory which was de- 
sired to assign to any one else. As the house grew and put out 
younger men from the store, these men would go into towns 
where some of the older men had accounts. The result was to 
persuade the house to take the account away from the older 
salesmen because the young men wanted it to round out their 
territory. The older men were, however, protected because the 
house felt that as they had helped to establish the business, they 
were entitled to consideration. As the older men died or re- 
signed, however, the house gradually took over the control of 
the territory, and the position is now taken that the territory and 
customers belong to the house. If territory is assigned to a 
salesman, the right is always reserved to take it away from him 
for good reason. 

The first question which is asked is, shall a certain territory be 
covered, and in what lines? This decided, the question next 
arises as to how many towns the salesman can cover properly. 
In a new territory, a man is often given twice the number of 
towns which are necessary to support him after the territory is 
developed. The principle is also invariably followed to keep each 
territory intact, not allowing any salesman to cross another’s 
tract except for special reasons. It is desirable to keep a record 
of the number of visits which each salesman pays to the various 
towns reached by the house, and from this record if it is learned 
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that certain towns are neglected they may be transferred to an- 
other man in a contiguous territory. 

I have already stated that the size of the territory assigned to 
each salesman increases with the distance from the house. The 
main reason is the influence of other jobbing centers. Each 
wholesale center gets its share of the general business, but the 
lion’s share goes to the nearest city. The main reasons for fa- 
voring the nearby house are quickness of delivery, and differ- 
ences in freight rates. Sometimes, however, Eastern jobbers have 
an advantage over Western jobbers owing to the fact that as- 
sortments may be more extensive. A merchant who deals with a 
particular jobber may be able to present something different 
from his competitors. The writer knows of one customer in 
Wisconsin who gives a large share of his business to an Eastern 
house because he knows that their general assortment of styles 
and qualities is sufficiently different from the goods sold in Chi- 
cago to give him a considerable amount of prestige as a man who 
buys in the East. 

The advantage of proximity to the trade is in part offset by the 
system of branch houses, upon which the Eastern jobber most 
largely depends for retaining and developing his Western and 
Southern trade. These branch houses or offices are headquarters 
for resident salesmen. Here also goods can be sold to visitors 
from samples, although as a rule no regular stock is carried. 
These visitors would probably be lost entirely if the branch offi- 
cers were not maintained. 

Our next inquiry concerns the selection of salesmen. As a 
rule, they are developed out of the house. A young man shows 
a capacity for waiting on the customers in the house. If he 
joins to this a good knowledge of the goods, when a territory 
becomes vacant, he will be given a trial. There is a great advan- 
tage in developing salesmen out of the house because the men who 
have grown up in the business understand its methods and prices 
and possess a spirit of loyalty which a foreign salesman does 
not have, at least at the outset. It often happens, however, that 
a valuabie territory becomes vacant over which it would be un- 
wise to send a new man or a man not acquainted in that section. 
It is often necessary, therefore, to secure a salesman with a knowl- 
edge of the lines of goods and with an acquaintance with the 
trade in this particular territory. 
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There are three methods of compensating salesmen—salary, 
sa'ary and commission, and commission alone. The method of 
compensation by commission makes a salesman a partner in his 
share of the business and it is generally favored on this account. 
A commission of 3% may be paid without expenses and 114% if 
expenses are guaranteed. The best men, it is generally believed, 
cannot ke secured except on commission or on a very large guar- 
anteed salary. To engage a young man on a large guaranteed 
salary involves too great a risk, and the salesman should be will- 
ing to take part of this risk himself. The method of paying by 
salary has this objection also—that a month’s illness may destroy 
his usefvlress for the entire season and his house would thus be 
a heavy loser. There should be little-difference in the zeal with 
which salesmen work, no matter on what basis they are paid. but 
they wil! perhaps study their business more earnestly if they work 
ot! a commission. There is, however, one objection to a commis- 
sion salesman who pavs his own expenses. At times such a man 
is not inclined to travel as much as he could because the expense 
may be greater than the return in the form of commission, yet it 
is necessary for his house that his territory should be frequently 
covered. ‘There must be soire trips that are less prosperous than 
others from the salesman’s standpoint. If a man is paid a salary, 
however, he can have no objection to traveling as much as the 
house desires. 

Saiesmen should report their expenses daily, and commission 
men should also send in daily reports omitting expenses. The 
use of a daily report by men on the road is not as generally 
adopted as it should be. Several reasons support this method. 
The daily report shows exactly what the man is spending since 
hotel rates in each town are known, as well as other necessary 
expenses. In addition, from the report card which shows the 
trade called upon anu sold, the totals can be taken off all the sales- 
man’s reports in a loose leaf daily register which shows each day 
the total amcunt of toad orders received. This can be tran- 
scribed to a loose leaf sheet of each salesman kept by the month, 
showing tle towns visited, the trade sold, and the expenses in- 
curred by each man. ‘hese reports are valuable for future com- 
parison. From these daily reports also, the date of the visits 
can be known, and a customer’s record can be compiled under a 
town card index system, showing the date visited, and the amount 
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sold. In addition to his daily reports, the salesman should file 
with the house, a week in advance, a route sheet, showing his 
probable location on each day of the following week, together 
with his mail address. If a falling off is shown in his monthly 
sales, the salesman is called upon for an explanation. Various 
explanations may be offered—samples may be late in coming or 
customers may be overstocked, or the trade may be late in buying. 
If the general sales of a department fall off, the salesmen’s record 
is analyzed in order to find out what man is responsible. The 
salesmen’s monthly sheet may not show where the falling-off 
occurs, nor may the general order register, and yet some depart- 
ment may still be back on its sales. This information must, there- 
fore, be furnished by the department’s record of individual sales, 
which is called into requisition to show which salesman in that 
department is falling behind. All the figures thus far obtained 
are based upon the estimate of orders taken. There is often 
much shrinkage between the estimated orders and the actual deliv- 
eries made, owing to cancellation, inability to deliver, or rejections 
by the credit department. A careful record should also be kept 
of the sales actually delivered for each salesman, less any goods 
which may be later returned, and also less a deduction of the 
gross amount which may be owing by any firm which fails. Final 
statements of the commission salesmen are usually made each 
year, but they may draw against their commission accounts, from 
time to time, as their sales warrant. Each salesman should re- 
ceive credit for all purchases made by customers in his territory, 
whether made in the house or on the road, at one of the branch 
houses, or ordered by mail. The writer has found that the paying 
of full commission only on road orders with half commission for 
what was sold in the house is not a satisfactory plan. This reduc- 
tion of his commission on house orders influences the salesman to 
persuade the customer to stay away from the house and place his 
orders at home. The result is that in many. cases rival houses 
secure business which would otherwise have been secured in the 
house. It is not believed that this form of saving at the expense ; 
of the salesman will be profitable in the long run. wl 
We come now to the method of selling. My opinion is that 
the salesman should not know the cost of goods. Without this 
knowledge he will sell to better advantage because he sells the 
goods on their merit. The majority of salesmen are poor profit 
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getters. They may believe that they are working zealously for 
the house, but most of them have a strong inclination to favor the 
trade, and if a price is reduced by one, his competitors usually 
follow, especially if they knew their house is getting a good profit 
on a particular line. If the salesman knows the cost his resolu- 
tion is weakened when the customer says he can get goods 
cheaper. If he does not know the cost, he takes this statement 
along with others with considerable allowance; he adheres more 
firmly to his price, and sells with greater confidence. It is often 
argued that a salesman is unprofitable if he does not make a cer- 
tain percentage of gross profit. This is not always the case, how- 
ever. There are two classes of salesmen whose sales may show a 
low percentage of profit—first, the price cutter, and second, the 
salesman who disposes of out-of-date goods at prices fixed by the 
department. The second class are profitable because the goods 
must be sold. 

Successful salesmen must possess several important business 
virtues. Chief of these is untiring industry. I have never come in 
contact with a successful salesman who is not devoting a large 
amount of time to looking after small details connected with his 
customers and attending personally to small mail orders and sam- 
ple requests. The salesman must also be a man who can make his 
customers his friend and impress them with the fact that he has 
their interest at heart. As I have already shown this is usually 
true—the majority of salesmen work first for the customer and 
second for the house, no doubt on the assumption that the house 
is able to take care of itself, while the customer needs their care. 

The friendship of the trade is obtained in various ways. A 
large number of the merchants visited live in small towns and 
have but a limited circle of acquaintance. The periodic visits of 
a man who can put them in touch with the outer world is looked 
upon as an event. If this man is companionable, tactful, and is 
willing to devote some time socially to his customers, a certain 
kind of friendship grows up between them which is of great 
value in his business. The salesman, moreover, often acts as the 
instructor of his trade, suggesting changes in methods. These 
are frequently well received and adopted. The salesman can also 
post a customer as to goods that will be desirable, and the cus- 
tomer eventually learns to rely upon his judgment and buys ac- 
cording to his direction. The good-will of his customer is the 
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salesman’s principal asset. This is particularly true among the 
smaller merchants. These are accustomed to buying goods of a 
certain class of a certain house, and they will generally wait for 
the particular salesman and give him the preference. A first- 
class salesman can hold trade for a medium or poor house, while 
a poor salesman cannot hold trade for any but the best house. 
The character of the house is important, but it must be admitted 
that the ability of the salesman to cultivate good relations with 
his customer is more frequently the determining consideration. 

Another qualification of the salesman is the possession of con- 
fidence in his line. In a Michigan town several years ago a num- 
ber of carpet salesmen were discussing the condition of trade. 
One man said, “I had a very poor trip. People did not seem very 
keen for goods. ‘Why don’t you buy these goods?’ I said. ‘They 
are just as good as Smith’s.’ (Alexander Smith’s carpets are 
among the best in the country.) ‘Well,’ they said, ‘Smith’s man is 
coming along soon. I will wait for him before deciding.’ I met 
that all along on my trip.” 

Another man of the group represented John V. Barwell Co. 
of Chicago, also a carpet house. “I had a fine trip,” he said, 
“one of the best I ever had. I followed Jones here.” 

“Was Smith ahead of you?” 

“No; I did not know anything about Smith.” 

“Didn’t they say anything about Smith?” 

“Oh, yes; they mentioned it, saying that Jones was advertising ° 
Smith’s business, and they asked me about it. ‘Who is Smith?’ 
I asked him in turn. ‘I never heard of him, but I do know that 
John V. Barwell’s line of carpets is the finest in the world, and 
nobody makes any mistake in buying them.’ ” 

It is a great accomplishment for a salesman to sell his goods 
without advertising his competitor. A good illustration of the 
opposite type of salesman is that of a man who traveled with a 
cloak and suit line. He became very successful and did very 
well for several years. One season, however, he reached the con- 
clusion that another manufacturer had a better line of goods than 
his own firm. He would come in from the road and remark that 
if he could only carry the style and quality which his competitor 
had he could double the business. He finally left his employer 
and took the other line. A new man was put in his territory, in- 
creasing the former sales. Soon after the salesman first men- 
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tioned called upon his former employers and remarked, “You 
have the finest line you ever had. If you only had a line like that 
before I could have done a great business. I should like to come 
back with you.” He was re-employed and placed in another ter- 
ritory, but immediately all the disadvantages of his goods leaped 
to the front and strongly contrasted with the advantages of his 
competitors. The ideal salesman should study the strong points 
in his own line and let other people find the weak points, and if 
he studies the competitor’s line at all, he should not bother with 
its perfections. 

The successful salesman should know the general character of 
the goods he is selling that he may be able to differentiate between 
the various qualities. If possible he should have a technical 
knowledge of his goods, where and how they are manufactured, 
the location and methods of their manufacture. This is impor- 
tant in dealing with competition—for example, he may have a 
piece of henrietta cloth which he is selling at fifty cents. A cus- 
tomer will say, Here is another henrietta just as good which we 
can buy at 42% cents. If the salesman understands the construc- 
tion of cloth he may be able to show that the cheaper goods has 
a thread or two less to the inch and is a few inches narrower, and 
in this way convinces his customer that his own goods are of su- 
perior quality. Without this knowledge he is often beaten by 
inferior goods and either loses an order or is forced to cut prices. 

When salesmen are in the house they have practically nothing 
to do except to look after their customers’ orders or to wait on 
their own trade. It is the custom in the dry goods trade for buy- 
ers to visit the market one each season and often more frequently, 
when they reside in the locality. The customer visits the house 
to keep in touch with the new ideas, see the novelties which are 
often not shown on the road, and as an excuse to start his own 
business in a more lively fashion when he returns home. When a 
customer visits the house, if the salesman to whom he belongs is 
at home he waits upon the customer, otherwise the general house 
salesman attends to his wants. It is very desirable for the cus- 
tomer to come to the house; he can often see the goods in the 
piece, and can buy from an open stock. There is no risk in sell- 
ing goods that are out of stock. No matter how closely a sales- 
man revises his samples by the daily bulletins of stock which are 
mailed from the house, between the time he mails his orders and 
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their receipt the goods may have been sold. Much better satis- 
faction can be given on house sales than on road sales. 

Much has been said about the disappearance of the traveling 
salesman. In my judgment he will continue to be a permanent 
factor in the marketing of products. In some lines which have 
been standardized, a well informed customer may order direct 
from the house by mail and he may supply a large portion of his 
wants by a trip to the market. New goods are continually being 
introduced, however, and with the increase of population and the 
multiplication of retail stores, the dependence of the retail mer- 
chant, especially the small buyer, upon the traveling salesman 
who is often usually his only business adviser, is not likely to be 
lessened. 
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EDITORIAL. 








Two Kinds of Auditing Companies. 


The recent embarrassment of a prominent Chicago financier, 
disclosed the fact that among the corporations which he controlled 
was an audit company. The president of the audit company was 
the vice-president of one of the banks which the financier con- 
trolled, and its other officers were prominent in the administration 
of affiliated companies. 

It is not difficult to understand the purpose underlying this 
relation. The financier desired information concerning various 
business concerns : this information, it may be presumed, he could 
not have gained directly, but through the medium of an audit 
company which he controlled, he could gain access to their books. 
This case is not exceptional. We know of a prominent Chicago 
accountant who was invited to take charge of an audit company 
to be organized and controlled by a trust company, with the 
avowed intention of obtaining information which could be had 
in no other way than through the violation of the relations of 
confidence supposed to exist between the accountant and his client. 
Similar instances of the prostitutions of the accountant’s pro- 
fession to serve the private ends of directors of audit companies, 
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we regret to say, are not uncommon, and they have served to 
bring grave discredit upon all incorporated companies in the field 
of accountancy. 

Tue JourNAL oF AccounTANCy has no objection to the incor- 
poration of accounting companies. The main and indeed the only 
reason which in our judgment justifies such incorporation, is the 
desire of members to transmit their interest in the good will of 
their concerns to their heirs. But while admitting the propriety 
of incorporating audit companies in which the directors are prac- 
ticing accountants, and where professional secrecy and respon- 
sibility are preserved, the severest condemnation should be visited 
upon audit or accounting companies whose directors are not prac- 
ticing accountants, who are relied upon to furnish business to the 
concern because of their various connections, and who usually 
expect a return in confidential information in addition to their 
dividends. 

We hope that some means may be devised for dividing the 
audit companies, the sheep from the goats, and we are of the 
opinion that legitimate companies should use their best efforts to 
maintain a sharp distinction between themselves and their 
disreputable confréres. It is to be hoped that the institution of 
the audit company will not be brought into grave discredit as a 
result of some more than ordinarily gross breach of professional 
confidence, such as may at any time result from this improper 
association of business and professional men. 





New Light on State Control of Corporations. 

That a state is impotent to regulate the business of a corpora- 
tion chartered by another state, even though that business is car- 
ried on within its borders, has long been accepted as the expres- 
sion of a disagreeable truth. The President’s message has given 
to this doctrine high official sanction. In all the agitation for 
corporate publicity and control, the cry has been for national in- 
corporation, without which, it is claimed, effective regulation is 
impossible. 

Any one familiar with the powers of the state over a foreign 
corporation, knows that this view is fallacious, and that these 
powers are as great as those exercised over its domestic corpora- 
tions. But while they may be admitted when the power of a state 
is applied to the business of a foreign corporation in the state, 
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grave doubts have been expressed as to the right of a state to in- 
terfere with the ownership of stock in domestic corporations by 
foreign corporations. And yet if this power is not exercised, 
state control of many corporations is impossible. 

The extent of a state power over foreign corporations is now 
being tested in the proceedings instituted by Missouri to exclude 
the Standard Oil Company from that state on the ground that it 
is violating the laws of Missouri by entering into a combination 
or pool with the Waters-Peirce Oil Company and the Republic 
Oil Company, both Missouri corporations. The evidence of 
which the Attorney-General is in search to prove the exis- 
tence of such a corporation, is the ownership of an interest in 
these Missouri corporations by the Standard Oil Company. If 
the fact of this ownership can be established, under the prece- 
dents established by the Northern Securities decision, the exis- 
tence of a combination between the parent company and its sub- 
sidiary corporations can be presumed, and the existence of a vio- 
lation of the law will be established. It is not altogether clear 
how the exclusion of the Standard Oil Company from this state, 
even supposing the existence pf a controlling interest is estab- 
lished, can be accomplished. The Standard Oil Company might 
be enjoined from voting the stock of the Missouri corporations, 
although this injunction could be easily evaded, or quo warranto 
proceedings could be begun against the Waters-Peirce Company 
and the Republic Company on the ground that they were being 
managed in violation of the state law prohibiting combinations in 
restraint of trade. This method of attack would probably be more 
successful. Whatever the outcome of the suit, important informa- 
tion will be obtained as to the power of a state to regulate its own 
corporations no matter where their stock may be owned. While 
waiting for federal incorporation laws, would it not be advisable 
for the state to use the large powers which they already possess? 





A New Field of Combination. 


In line with the commercial tendencies of the day is the 
proposition submitted to the large banks of the United States 
to form an association which shall control a bureau to act as 
agent for the members of the association in procuring for them 
high grade commercial paper. It is proposed that the bureau 
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shall make a thorough examination of the affairs of every con- 
cern desiring to use its services in placing paper, this examina- 
tion to cover the character, methods of doing business, organi- 
zation and material facts bearing upon their standing. This re- 
port is to be submitted to the banks represented by the bureau, 
and the paper offered is to be distributed among the members of 
the association according to their demands. 

It is estimated that there are 500 good concerns in the United 
States who market three hundred million dollars of paper a 
year, and it is claimed that by careful grading of this paper, and 
by the elimination of note brokers’ commissions, a profit on an 
average of one-half of 1 per cent. could be obtained on the total 
amount. This would mean a million and a half of increased 
earnings to the banks, and a considerable saving to the borrower. 
The amount of paper which could be placed through such a 
bureau would be much greater than the sum indicated, since it is 
estimated that there are probably twenty thousand concerns 
marketing paper in the United States. Additional advantages 
promised by the scheme are the importance of the security of 
commercial paper, and the facility to banks to replenish their 
cash reserves or of re-discounting their holdings of paper, thus 
enabling all sections of the country to pool their cash reserves. 
The advantages claimed to the commercial paper borrower are, 
first, that he saves the broker’s commission; second, that he 
makes but one showing of his affairs; third, that he will be 
relieved from the necessity of maintaining a number of bank 
accounts in order to safeguard himself in the event of a tight 
money-market; and finally the fact that his note, instead of 
being the first to be refused outside of his own banks when 
interest rates rise, would be preferred to all other investments 
by all banks which use the bureau. 

The feature of this scheme which is of greatest interest to the. 
accountants is the careful auditing of the accounts and inspection 
of the affairs of all concerns employing this agency. The suc- 
cess of the scheme will depend upon the ability of the agency to 
certify to the reports of conditions furnished by the borrower. 
This certification, whatever may be its basis, at the outset, must 
eventually depend upon the periodical audit of the books of note 
sellers by properly equipped accountants. At the present time a 
number of banks require undesirable borrowers to obtain an 
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accountant’s certificate as to their condition. This desirable 
practice, however, is as yet narrowly restricted, and so long as 
banking competition exists it is unreasonable to expect that it 
will become universal. Its general adoption will require the 
united pressure of a number of banks upon borrowers. We 
know of no other movement in financial or industrial circles 
which promises to offer to the accounting profession larger oppor- 
tunities for usefulness than this proposition to unite the banks in 
an association for the improvement of commercial paper. 

















Annual Meeting of American Association. 

Notice is hereby given that the half-yearly meeting of the Board of 
Trustees of the American Association of Public Accountants will be 
held at the Hotel Astor, 45th Street and Broadway, New York City, on 
Tuesday, February 20th next, at 10 A. M. 

Notice is further given that a General Meeting of the American Asso- 
ciation of Public Accountants will be held at the Hotel Astor, 45th Street 
and Broadway, New York City, on Tuesday, February 20th next, at 2:30 
P. M. 














Third Draft of Ohio Bill. 


The third draft of the proposed bill to establish an Ohio Board of 
Accountancy has been prepared by the joint committee having this mat- 
ter in charge. In this draft it is provided that no person shall be en- 
titled to a C. P. A. certificate who has not had at least “three years 
practice in accounting.” The bill provides that any person may prac- 
tice in Ohio provided he holds a valid certificate from any other state 
or from any foreign country, if the Board shall be “ satisfied that their 
standards and requirements for a certificate ‘as a certified public ac- 
countant are substantially equivalent to those established by this chap- 
ter.” Any person not holding a certificate who practices as a certified 
public accountant, or who in any way makes use of this name or title, 
shall be guilty of a misdemeanor, and shall be fined for the first offense 
not to exceed $100, and for a second or further offense not to exceed 


$1000. 

























A Plucky Policeman 


A merchant who advertised recently for a bookkeeper received a reply 
in which the writer stated, “I have been on the police force for several 
years and don’t know much about keeping books, but I think I could 


learn.” 
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The Other Side of Questions. 
New York’s Standard Not the Highest. 


Curicaco, Ill., Jan. 15, 1906. 

To THE Eprtors: I agree so heartily with the position taken 
by Mr. H. R. M. Cook in the debate on the admission to member- 
ship in the New York State C. P. A. Society, of certified public 
accountants from other states, as expressed in the amend- 
ment to the amendment he offered at the meeting reported in THE 
JourRNAL oF AccounTANCy for January, that I very much regret 
that he should have marred and weakened his argument by a 
gross misstatement of fact. 

He is reported to have made this very sweeping assertion: “It 
is a glorious and indisputable fact that the standards adopted by 
New York State are far higher in every respect than the meager 
requirements of the state boards of examiners and other bodies 
belonging to other states.” I take it that the last four words mean 
all other states. If he intended to say some other states, I submit 
this qualification should have been inserted. 

Now, I have seen most of the papers set by the New York ex+ 
aminers, many of those given in the English and Scottish Char- 
tered Accountants’ finals, and some of the questions asked in the 
examinations for the degrees of bachelor of science and master 
of commerce in the Universities of London and Birmingham re-— 
spectively, and I assert without fear of contradiction that the 
papers set by the Board of Examiners of the State University of 
Illinois for the C. P. A. diploma are fully up to the standard 
maintained by these different bodies, while, as with them, the 
requirements as to general education are the same. 

In protecting itself from the entrance of unqualified practi- 
tioners, the New York State Society is only adopting a course 
which has been taken by the bars of many of the states, as I think, 
quite rightly, but I have yet to learn that the legal profession or 
the supreme court of any state would refuse admission to a law- 
yer from another state where the criterion of qualification was 
equal to its own. To do so, would be to adopt an intensely pro- 
vincial and injurious attitude. 

It seems to me that the prospects of the accountancy protes- 
sion throughout the country are so bright that the good feeling 
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of its members should not be jeopardized by permitting a state- 
ment such as that complained of to go forth to the world unchal- 
lenged,—a statement, the inaccuracy of which really beggars 


description. 
W. A. Cuase, LL.B., C. P. A. 





New York, Dec. 27, 1905. 

To tHE Eprtors: The article in the December issue of your 
magazine, entitled “Should the Practice of Public Accounting be 
Limited to Certified Public Accountants?” has been read with 
interest, but in my opinion it would be extremely unjust to prac- 
ticing public accountants of many years’ standing who do not be- 
lieve that the C. P. A. law was started upon the proper basis. 

I should like to ask how many of the C. P. A.’s in this state— 
or in any other state—have actually taken the examinations? 
Also what practical experience have some holders of the certifi- 
cate had? 

My vuriderstanding of the law is that any accountant having had 
his sign »p as such for one year prior to a certain date was en-, 
titled to come in under the “ waiver.” 

I do not want to be understood as being opposed to the ultimate 
aim of regulating the practice of the profession, but I do must 
emphatically object to the manner in which, as I believe, more 
than half of the so-called C. P. A.’s were railroaded into the so- 
ciety. 

Let all take the examinations, without fear or favor and be 
upon the same footing. Then the title C. P. A. will mean some- 
thing, which at present it does not and cannot to those who know 
the conditions under which so many- were allewed, legally, to use 
the title, and those who do not know the conditions are being 
fooled. 

The object of the profession is to prevent just that condition, 
and it has never seemed wise to me to permit those to practice 
and use the title who are no more entitled to do so than those who 
are at present without the breastworks. 

Examinations in themselves are well enough, but no amount 
of study or coaching, which might enable an applicant to pass his 
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examinations, can possibly take the place of actual practical 
experience, and without that no one can be an accountant in the 
broadest sense of the word. 

By all means have practical experience an essential and make 
it count for more than the percentage of any examination papers 
in ascertaining the fitness of the applicant for his title. 

Let the society purge itself and start upon a firm foundation 
before attempting to drive those out of the business who by their 
practical experience and their record of many years’ standing are 
more entitled to practice than some within the fold. 

WiLuiAM H. Foster. 





Pertinent Suggestions from Missouri. 


A Kansas City Accountant writes as follows: 

I think it would be interesting if a statement could be given 
of the actual number of members of the American Association, 
eliminating duplications. I notice some of the members’ names 
appear three or four times in different societies. Of course it is 
possible that there might be two persons of the same name in 
some cases, but this could be ascertained by correspondence or 
some other way. 

There is a question that I would like to see explained and that 
is just how far an accountant is justified in using the employees 
of an institution which he is examining. A certified public ac- 
countant of another state, (we have as yet no C. P. A. law in 
Missouri), examines a good many of the banks in this city. I 
have learned through conversation with some of the employees 
in these banks that he uses employees of the banks to verify foot- 
ings and to do a large part of the work, even using them some- 
times to help count the cash. Is such action legitimate? 





The New York Society of Accountants and Bookkeepers. 


At the meeting of this society Tuesday evening, January 9, at the Fifth 
Avenue Hotel, Mr. George E. Allen, Secretary of the Institute of Bank 
Clerks, delivered an especially interesting address on the subject of 
“Bank Accounting.” A hearty invitation was extended to Mr. Allen to 
address them again in the near future. At the meeting held Tuesday, 
January 23, Mr. George C. Oeters, vice-president of the society, pre- 
sented an interesting problem and showed its solution. 
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Committees for the year were named by the president as follows: 

Membership Committee: O. P. Taw, Chairman; J. C. Maddock; G. 
C. Oeters; A. T. Allen; M. J. O'Neill. Employment Committee: M. 
J. O'Neill, Chairman; J. C. Maddock; W. L. Van de Weile. House 
Committee: J. S. Brownson, Jr., Chairman; J. Satterfield; G. Gordon 
MacCully; J. C. Tiffany; P. F. Garnett; A. C. Burgoyne; S. A. Lindholm. 
Press Committee: J. C. Penrose, Chairman; M. H. O’Neill; F. H. Lan- 
caster. Lecture Committee: F. H. Lancaster; Chairman; W. H. Gid- 
ley-Lake; M. J. O'Neill. Library Committee: G. C. Oeters; Chairman; 
J. C. Maddock; O. P. Taw. 

The sixth annual dinner of the society will be held at Mouquin’s 
restaurant, Fulton and Ann Streets, New York on Saturday evening, 
February 17. The dinner committee consist of F. H. Lancaster, Chair 
man; J. S. Brownson, Jr., M. J. O'Neill, J. C. Maddock, George C. 
Oeters. Tickets may be obtained from any member of the committee or 
from the secretary. At the meeting to be held on Tuesday, February 13 
Col. Charles E. Sprague, president of the Union Dime Savings Bank of 
New York, will deliver an address on “ Investment Accounts.” 

Owing to the fact that the annual meeting and election of officers was 
held on Tuesday evening, December 12, no address was presented before 
the society. The election of officers for the ensuing year resulted in the 
unanimous election of the following: John C. Penrose, President; George 
C. Oceters, Vice-President; W. H. Gidley-Lake, Secretary; Ashley T. 
Allen, Financial Secretary; Oliver P. Taw, Treasurer; Louis Ott, Jr., 
Auditor; John C. Maddock and Matthew J. O’Neill members of the 
Executive Board. 





The Institute of Accounts. 


The January meeting of the New York Institute of Accounts was held 
in Parlor D. R. of the Fifth Avenue Hotel Monday evening January 
15. Mr. William Hauck delivered an interesting lecture on “A Phase 
of Political Economy.” The next meeting will be held in the same room 


on Thursday, February 15. 





Accounting an Exact Science. 


Mr. Frank Broaker, C. P. A., of New York, addressed the con- 
vention of the National Commercial Teachers’ Federation at Chi- 
cago, Dec. 29, on “ The Teaching of Accounting in Commercial 
Schools.” He said, in part: 

In the last century, accounts were kept on sticks of wood, and a de- 


positor received as a receipt, the split half of a stick of wood, upon 
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which had been nicked or cut by the clerk of the pike, in Roman nu- 
merals, the amount of the deposit. The other half was retained and 
represented the depositor’s account. At the making up of accounts chaos 
reigned, and to put an end to this novel but complex system, which cost 
more to adjust at the close of a fiscal period than all of the current me- 
chanical wood-chopping bookkeeping, these crude accounts were loaded 
in a wood wagon, carted to the English Parliament, inadvertently placed 
upon a stone, some unknown person started a fire and the wooden ac- 
counts as well as the Houses of Parliament were destroyed. While 
ancient works on bookkeeping are valued for their antiquity, it is yet to 
be recorded that any person has a single wooden account in memoriam. 

Bookkeeping in the last century was mechanical. An entry of each 
transaction was made in a blotter, a day-book, then journalized and 
posted to a ledger. A trial balance was then taken of the total debits and 
credits of each account, after which another trial balance was deduced and 
headed “ Balance Sheet” which latter comprehended the net or resultant 
balance of each account. The sequential arrangement of the accounts 
displayed capital properties, expense, receivable, payable and drawing ac- 
counts mixed together. In 1812, Oliver P. Gould published a work advo- 
cating an improvement whereby only net balances, debit or credit of each 
account should be stated in a balance sheet; the first two columns to be 
headed trial balance, the second two columns, resources and liabilities, the 
third two columns, losses and gains, and the fourth two columns the Cap- 
ital Account, and by thése mechanical methods to submit the results of 
a business to the proprietor. 

Accounting comprehends the science of giving exact technical expression 
to the results of a business in such form that fixed assets, such as plant, 
visionary equity in real estate, machinery, furniture and fixtures, which 
represent capital expenditures not available for payment of current liabili- 
ties except in a winding up of affairs are not merged with floating assets, 
i.e., cash, goods, bills receivable, etc., which latter only are available for the 
payment of debts. Liabilities should be ranked in the order of their liqui- 
dation. A banker does not loan on a surplus consisting of plant, visionary 
equity in real estate, machinery, etc., for the reason that unless these 
properties were sold, the loan would continue forever. 


Investigations may be classed as a branch of accounting and the busi- 
ness public may well be aghast at the fortunes made by high finance 
methods. To restore public confidence, certified public accountants of 
recognized ability and integrity are called upon to investigate, account and 
report upon the financial and business condition of affairs, not only of a 
proprietor, firm, bank, railroad or insurance corporation, but universities, 
that hitherto had not seriously considered the benefits of the teaching 
of Accounting, are brought to a stern realization that keen business 
sagacity, criminally developed, unless the accounts are systematically kept, 
is no respecter of college learning or abnormal intelligence, and that read- 
ing of poetry, fiction, or historical reminiscence does not add to the wealth 
of the country. 
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One of the greatest railroad corporations in this country has by skilled 
accounting and clever engineering merited the confidence of its stock- 
holders to such an extent that when any amount of cash is required it in- 
creases and sells its capital stock to its stockholders in preference to 
bonding the shareholders’ interests. 

The President of the United States publicly endorses the public neces- 
sity of an audit, and when respectable men of standing in financial and po- 
litical circles are detected in the nefarious practice of swindling confiding 
investors, and the State Departments of Banking and Insurance blindly 
and stupidly permit wholesale frauds to continue until the finances of the 
people have disappeared, then and then only is proper accounting appre- 
ciated to its full extent. The time has passed when the public will accept 
in explanation of extravagant disbursements for president’s salaries, ab- 
normal commissions and transfer of year’s profits out of reach of policy 
holders, the plain statement, “not earned, but it was voted.” 





Getting the State Societies into Touch. 


The Committee on Meetings, Lectures, Library and Bulletins, 
appointed last November by the President of the American Asso- 
ciation of Public Accountants, reports favorable action on the 
part of several state societies. The committee consists of Mr. 
Francis How (chairman), Mr. J. E. Sterrett and Mr. Edward E. 
Gore. 

One of the duties of the committee is “to get into communication 
with the members of the profession and others to deliver lectures 
or read papers before different state societies and to arrange, in 
co-operation with secretaries of state societies, for reading of 
such papers in various parts of the country.” 

In a circular letter addressed to officers of the various state 
societies last November, Mr. How set forth the objects to be at- 
tained as follows :— 

Firstly—It would seem advisable that arrangements be made whereby 
addresses are from time to time delivered before societies by those who 
are not their members, with the view of eliciting more interest, and dis- 
seminating more widely the topics of discussion which are pertinent to the 
profession. 

In order to accomplish this I will ask you to send me the names of any 
of your members who would be willing and able to deliver lectures before 
some other society, and at the same time to inform me at about the date 
their services would be available. 

Secondly—When the lectures are of general interest, consideration, I 
think, should be given to the printing of same, and their distribution among 
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all societies; this probably should be most readily accomplished by having 
them printed in Tue Journat or AccouNnTANCy or in bulletin form, as 
may be later decided. 

Thirdly—It may be beneficial after the delivery of a lecture to allow 
the subject matter to be discussed at length by those present—such dis- 
cussions will tend to quicken interest, and may bring out fresh features. 


Encouraging response has been received from Massachusetts, 
Pennsylvania, Maryland, Illinois, California, and New Jersey. 
In some of these states committees have been appointed under in- 
structions to do all in their power to further this good cause. 





Book Department. 


PRINCIPLES OF MONEY AND BANKING. By Charles 
A. Conant, Author of History of Modern Banks of Issue. 
Vol. I, pp. 437. Vol. II, pp. 488. New York: Harper & 
Brothers, 1905. 


Recent experience in the United States has made it evident 
that the education of our business men cannot be regarded as 
complete unless they have a grasp of the fundamental principles 
of money and banking. Less than ten years ago the country 
barely escaped the evils of depreciation and repudiation, the 
average business man and banker not being able to give con- 
vincing reply to the arguments of demagogues. The popular 
ignorance on this subject may be attributed partly to its inherent 
difficulty and partly to the large number of inadequate, unscien- 
tific and prejudiced discussions of it which have been put forth 
in books and magazines. One welcomes, therefore, a book which 
handles the subject in a sane and scientific spirit. That is one 
of the several good qualities of Mr. Conant’s Principles of Money 
and Banking. The author took conspicuous part in the fight 
against the free coinage of silver, and has been prominent in the 
agitation for the reform of the national bank-note system. Yet 
in this book, instead of being controversial, he is eminently calm, 
judicious and open-minded. It is a book which can be recom- 
mended without reservation for the library of any banker or busi- 
ness man, and will be found especially helpful by all students of 
the subjects of money and banking. 

The first volume is divided into three books, treating re- 
spectively of the evolution of modern money, the principles of 
the value of money, and the evolution of monetary systems. In 
this volume all the important phases of the money question are 
considered. The discussion of the evolution of money while it 
may be skipped by the practical man, contains much matter which 
should not be overlooked by the student. In his discussion of the 
value of money Mr. Conant arrives at a qualified acceptance of 
the quantity theory of value. He discusses with much acumen 
the relation of credit to the value of money, shows the dangers 
involved in the use of index numbers, and explains the principles 
governing the international movements of gold. 
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Nearly half of this first volume is devoted to the history and 
description of present monetary systems, the maximum space 
being allotted to recent important developments. This part of 
the volume will be read with great interest and profit by any 
practical business man. Here we find briefly stated the argu- 
ments for and against bimetallism, and a clear narrative of the 
efforts made for the establishment of international bimetallism ; 
also the evolution of the gold exchange standard in British India, 
Mexico and the Philippines. 

In the second volume, which is also divided into three books, 
the author treats the principles of a banking currency, the evolu- 
tion of commercial banking, and the cooperation of the factors 
of exchange. Practically all the topics that are of interest to 
bankers, which include everything which has any relation what- 
ever to the loan market, is fully considered in this volume. The 
author states very clearly and vigorously the theory that the assets 
of a commercial bank should be readily convertible into currency, 
and describes with much intelligence and fullness the various 
banking systems now in vogue in different countries. He dis- 
cusses such practical subjects as the evolution of negotiable se- 
curities, the stock market and its relation to values, the use of 
securities as money, and the origin and management of crises. 
The book is equipped with a useful list of authorities and a full 


index. 
pm ae Fe 


TOOLS OF BUSINESS. An Encyclopedia of Office Equip- 
ment and Labor Saving Devices. Edited by E. H. Beach. 
Pp. 211; price, $2.00. Published by the Bookkeeper Pub- 
lishing Company, Detroit, Mich. 


This work will be found of especial value to the accountant, 
business manager and purchasing agent for all kinds of business 
houses. While to many people it will appear to be a compila- 
tion of advertisements (and in a certain sense it is that) the value 
of such a book lies in its furnishing, in the shortest possible time, 
the name, place of manufacture, uses, advantages and price of the 
article or articles required in the course of business. Its use 
will obviate in many cases the keeping of a lot of catalogues and 
circulars of various sizes and will enable a busy man to find the 
article best suited to his needs without the tedious delays caused 
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by waiting for circulars and booklets from manufacturers. The 
list of articles described is most comprehensive and would serve 
the requirements of any ordinary business man. The list of de- 
vices described fills more than five large pages of small type. 


THE PUBLIC ACCOUNTANT: A Vital Factor in Management 
and Control of Business and Affairs. By W. F. Weiss, C. P. A. 
New York: 1905. 


This attractive brochure is a clear and suggestive discussion of 
the manifold functions of the public accountant. It is the kind of 
pamphlet that ought to fall under the eye of every business man. 
“When the cost of the accountant’s. employment is considered,” 
says the author, “in connection with the value of his services 
which he is competent to render, the sound, practical business 
reasoning will naturally arise, that the highest economy and suc- 
cess in conduct of business is often attained by judicious expen- 
diture for business talent and business skill, and while this takes 
into account the direct value of his services, there is another resul- 
tant value which may be called an indirect one. The responsi- 
bility which he assumes in providing verified information, con- 


trol and efficiency, necessarily operates to produce that reliance, 
freedom and ease of mind on the part of the business or financial 
man, so essential to the development of new ideas, expansion of 
business and to the scrutiny and attention to those commercial 
conditions which do not come within the Accountant’s scope.” 


J.-F. J. 


THE COAL MINE WORKERS: A STUDY IN LABOR 
ORGANIZATION. By Frank Julian Warne. New York: 
Longmans, Green & Co., 1905. 


Mr. Warne’s study of the United Mine Workers is a dispas- 
sionate and complete description of the organization and working 
principle. of one of the largest and strongest labor organizations 
in the world. Recognizing that the Trade Union is an important 
social institution, influencing the life of the working people in 
their most intimate relations, Mr. Warne feels that a proper un- 
derstanding of what the trade union aims to do and what it 
has accomplished, is necessary for a public that wishes to deal in 
a fair minded manner with a social problem. While the author’s 
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attitude toward trade unions is sympathetic, it is that of an intelli- 
gent appreciation of the great power it wields, which, while work- 
ing for the good of the members, deals with human elements and 
hence is liable to error and mistakes. 

The constitution of the United Mine Workers is carefully ana- 
lyzed. Full treatment is given to the interstate joint conference 
and state agreements—the great accomplishment of this trade 
union. No fair miinded person, after reading these chapters and 
the result of the Board of Conciliators in the anthracite region, 
can help desiring a similar arrangement for the anthracite field, or 
sympathize with the Union’s effort to bring the West Virginia 
region into line, so as to establish the central conference on a 
stronger footing. The fact that wages have been reduced under 
this system, by a vote of the coal miners, the national officers 
voting against a strike, shows the value of such an organization 
for maintaining industrial peace. 

It is especially interesting to follow Mr. Warne’s study of the 
growth of the Union from weak and unstable efforts to its pres- 
ent strong basis as a business institution or with leaders who are 
business men. The book is compact and gives valuable informa- 
tion in limited space. E. S. M. 


PRACTICAL AUDITING: A Working Manual for Auditors. 
By George B. Renn. Price $2.00. Pp. 31. Chicago, 1906. New 
York : Accountancy Publishing Company. 


Mr. Renn has made a useful little hand-book for the guidance 
of the young accountant in the field of practical auditing. 
He has carefully avoided unnecessary elaborating of details and 
exposition of principles obvious to any intelligent accountant. 
As a result he has made a compact volume of real practical value. © 
As the author states in the preface, the purpose of the manual is 
“to set forth minutely the details to be pursued in making a com- 
mercial audit, and to indicate in proper order the procedure to be 
followed.” 





Legal Department. 


Joun J. Suttivan, LL. B., Eprror. 


Copies of proposed bills to make uniform the law of sales and 
the law of warehouse receipts are being distributed by the com- 
mittee to which these matters were referred by the Commissioners 
on Uniform State Laws. It is highly to the interest of the com- 
mercial world that the numerous points of difference in Commer- 
cial law should be considered carefully with a view to securing 
uniformity, as far as possible, in the laws of the various states. 
Each of the states in the Union is a sovereignty, except in so far 
as it is subordinate to the Federal Government, but they are all so 
closely united by commercial ties that mere notions of states’ 
rights should not be allowed by them to stand in the way of needed 
reforms in the direction indicated. The proposed bill to make the 
law of sales uniform throughout the United States does not at- 
tempt to depart from the settled principles of commercial law 
which have been developed in this country and England. 

One thing only may cause very serious trouble in getting the 
consent of many of the states to the passage of this bill. An ob- 
stacle exists in'the fact that the statute of frauds requiring cer- 
tain contracts to be in writing differs very widely in the forms in 
which it has been enacted in some of the states. In New 
York and many other states contracts for the sale of personal 
property for $50 or upwards are not enforceable unless a memo- 
randum of the contract is put in writing. The requirements as to 
this memorandum, and the signatures which are to be put to it, 
and the value of the property which must be involved in order to 
require a writing, as well as other points, differ in many of the 
different states, while some states do not require any written 
memorandum to make enforceable a sale of personal property, 
no matter for what price or of what value. The proposed uni- 
form bill directs that a contract to sell goods of the value of $500 
or upwards shall not be enforceable unless the buyer shall accept 
part of the goods or make a part payment, in the absence of a 
note or memorandum signed by the party to be charged or by his 
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agent. This provision seeks to effect a compromise between the 
states which require a memorandum of $50 sales, and the states 
which dispense with writing altogether, by fixing the amount at 
$500. 

It is to be hoped that the efforts of the commissioners to pro- 
mote uniform legislation in the law of sales and in the law of 
warehouse receipts, as well as in the other branches of the law, 
will be successful, and that if the representatives of the various 
states cannot agree on this difficult problem raised by the statute 
of frauds, there will be at least an attempt to harmonize the law 
of the states on all other points of the law of Sales. 





The Bankruptcy of a Partnership 


When a firm fails the practice is usually to have the estate of 
the firm administered for the benefit of firm creditors, and the pri- 
vate estate of each individual member of the firm administered 
for the benefit of his separate creditors, where separate creditors 
are unpaid. A well known principle of partnership law gives firm 
creditors priority as to firm assets, while the personal creditors of 
the individuals composing the firm have priority as to the private 
assets of their respective debtors. If the firm assets prove suffi- 
cient to pay firm creditors in full, the balance remaining may be 
subjected to the demands of the private creditors of each member. 
Vice versa, if the private fortune of one of the partners is more 
than sufficient to pay his own private creditors, the firm creditors 
may go after what is left. Where the proceedings are in bank- 
ruptcy, each partner goes through bankruptcy and receives his 
discharge separately, and the affairs of the bankrupt partnership 
are also separately wound up. In a case recently decided by the 
United States Circuit Court of Appeals in Cincinnati, the ques- 
tion debated was whether or not the trustee in bankruptcy of a 
partnership could administer the separate estate of a certain 
member of the firm whom the Court refused to adjudge a bank- 
rupt. It was decided that the trustee could administer this indi- 
vidual’s estate, and the result of the decision would seem to be 
that the particular partner affected is in a worse position than if 
he had been declared a bankrupt. He is obliged to deliver up all 
his property, but, not going through bankruptcy himself, he will 
be unable to secure a discharge. 
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Legal Decisions of Interest to Accountants. 


Cuecxs ReceiIvep In Futt PayMent. (Canton Union Coal 
Co. vs. Parlin & Orendorff, 74 N. E. 143.) This case is one of a 
long line of cases which emphasize the necessity of being cau- 
tious when one receives a check from a debtor marked “in full to 
date” or “in full settlement of accounts” or bearing some words 
of like import. Many bookkeepers are accustomed to treat such 
notices lightly, although, as a matter of fact, they are of the high- 
est legal importance, whether written on the check itself or in a 
letter accompanying it. The man who will send a check for less 
than the amount which is due by him with such a condition at- 
tached to it is the very man who will be likely to take unfair 
advantage of the creditor who has heedlessly accepted the check. 
Of course the principle of law that the payment of a portion of 
a debt does not extinguish the entire debt holds good even where 
the creditor promises not to trouble the debtor for the balance, 
although if the creditor signs a release of the balance under seal, 
or receives a portion of his claim along with other creditors in a 
composition with the debtor, the creditor is unable to recover 
the balance. Apart from any of these suppositions, however, let 
us suppose that the debtor, who owes $100 sends the creditor a 
check for $90, expressed to be in full payment of the debt, and as- 
serts when sued for the balance of $10 that he was entitled to dis- 
counts or that the goods for which he was paying were not up to 
sample or makes any other defense to help justify himself. In 
that supposition the odds are all in favor of the debtor, for the 
creditor has carelessly put himself into a wrong position, and 
he will find it very awkward to explain that he did not regard 
the words “in full to date” as being of any importance when he 
deposited the check. Such an explanation sounds weak to a 
jury, and indeed very frequently the courts refuse even to let the 
jury pass on the question at all, and hold that the creditor is 
bound by his acceptance of the check under the condition upon 
which the debtor sent it. If, therefore, a debtor is not in fail- 
ing circumstances, and delay will not prejudice the creditor’s 
chances of getting any money at all from him, the only course 
to take if the creditor receives a check marked “in full” for a less 
amount than is actually due is to return the check, and request 
that one should be sent for the entire amount of the debt. 
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Trust CREATED UNDER A WILL. (In re Keenan, 94 N. Y. 
Supp. 1099.) The testator left a certain man $5000, which sum 
by the terms of the will was “ to be expended by him as I have 
instructed him during my lifetime.” The testator also gave the 
same man $1000 “for his person.” Viewing the two bequests to- 
gether, the New York Court decided that the $5000 bequest must 
have been intended for some other purpose than the personal 
use of the legatee. At the same time the trust which appeared 
to be in the testator’s mind was not in any way indicated by 
the will itself or by any document or other source of information 
outside of the legatee’s private recollection. The Court held 
that the $5000 bequest could not take effect, therefore, because 
it was neither an outright personal gift to the legatee nor a clear 
enough creation of a trust. The case calls attention to the im- 
portance of having the terms of trusts plain and full, and while 
the decision in this case would not be followed everywhere, the 
case serves aS a warning to make everything explicit when a 
trust is in contemplation. This is especially necessary where the 
trust is created under a will, for when the will takes effect the 
man who made it is never present to explain what he meant, and 
his intentions must usually be gathered from the four corners of 
the will itself. 

REAL Estate CONVERTED INTO PERSONAL PROPERTY. (Van- 
uxem’s Estate, 212 Pa. 315.) A will provided as follows: “I give 
unto my executors hereinafter named full power and discretion 
to sell any or all of my real estate whenever any such sale be nec- 
essary or expedient for any purpose of my estate, of administra- 
tion, distribution or assignment.” It was found necessary in set- 
tling the estate to sell the real estate in order to pay the pecuniary 
legacies. The State of Pennsylvania claimed the 5% collateral 
inheritance tax on the value of the lands in other states, because 
the price of these lands was obtained by the Pennsylvania execu- 
tors, and the lands were converted into money for the purpose 
of paying pecuniary legacies. The Supreme Court of Pennsyl- 
vania compelled the executors to pay this tax, although a reading 
of the quotation from the will given above will show that the 
executors were not directly ordered to sell the land. This case 
involves a very technical point of law relating to the conversion 
of real estate into personal property by the terms of a will. When 
a man dies in one state leaving real estate which is situated out- 
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side the boundaries of the state of his domicile, such real estate 
is usually taxable only by the state where it is located. If the 
decedent’s will treats the real estate as personal property, and 
directs that it be sold, and that the proceeds be brought into the 
state of his domicile for distribution, the latter state has a chance 
to tax the fund so derived. In the former Pennsylvania case of 
Hunt’s Appeals (105 Pa. 128) it was held that a mere power 
of sale given the executors to sell real estate will not work a 
conversion, but in the case just decided, it would seem that the 
power of sale, combined with the actual necessity under the par- 
ticular circumstances, was considered equivalent to an outright 
order to sell. 


Sates By TruSTEES—(Stenfels vs. Watson, 139 Fed. 505). 
In this case the United States Circuit Court for the Oregon Dis- 
trict determined that the word “trustee” following the name of the 
person who takes title by a deed is record notice that such a 
person is not really the owner of the property, and is sufficient to 
make it the duty of anybody who desires to purchase from the 
holder of the title to inquire about the trust whose existence is 
pointed to by the word “trustee.” If such an inquiry would reveal 
that the nature and terms of the trust in question should forbid 
the making of any sale by the trustee, a purchaser (from such a 
trustee) who has failed to make reasonable inquiry will suffer the 
consequences of his negligence. This case proves that auditors 
who examine title papers should not rest content with finding that 
title is lodged in a person who claims to be the owner of the 
property and to have the right to dispose of it, if there is any 
circumstance which would put a prudent man upon the duty of 
inquiring into the terms on which such title is held, and the limi- 
tations of the right to dispose of it, for the courts are anxious 
to protect the interests of third persons for whose benefit a trust 
is created. 


Stock SUBSCRIPTIONS AND THE Law oF LimitTaTions.—(Lip- 
per’s Appeal, 212 Pa. 165). A subscriber to stock was sued for 
unpaid subscriptions, and his defense was that he had subscribed 
to the stock more than six years before the commencement of the 
action. It was held that as the subscription which he signed 
was not immediately payable in full, but by its terms was to be 
payable from time to time as called for by the company, the Stat- 
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ute of Limitations did not begin to run in favor of the subscriber 
until a call was actually made, and he was held liable. The statutes 
of the different states provide a confusing variety of periods of 
limitation to prevent the commencement of stale civil actions and 
criminal proceedings. Even taking up the law of limitations in 
a single state, one is faced with a number of rules applicable 
to different situations. In general, however, some reasonable 
explanation lies behind such differences. For instance, where 
a note is payable on demand the statute runs from the date of 
the note, although if it were made payable one day after demand 
the statute would not bar the action until the allotted number 
of years had elapsed after the actual making of a demand. In 
the former case the note is always presently payable, while 
in the latter case it is not payable until after the happening 
of an uncertain event. Returning to the matter of the liability of 
stockholders for subscriptions, we may note that the earlier Penn- 
sylvania case of Swearingen vs. Dairy Co. decided that upon the 
assignment of a company for the benefit of creditors the statute 
begins to run at once in favor of stockholders. The reason ad- 
vanced was that the assignment gives plain notice of the in- 
solvency of the company, and fixes the status of its debtors and 
creditors. A shareholder who has not fully paid his subscrip- 
tion cannot be held liable if the statutory period is allowed to pass 
after the assignment without the commencement of an action 
against him, or at least without some acknowledgment on his 
part of his obligation to pay. Of course, such an acknowledg- 
ment of the existence of a debt by the debtor as indicates an 
agreement to pay the debt will bar the running of the statute. 

WALKER vs. WINN (39 Southern 12).—The Alabama Supreme 
Court held that where an insane payee of a note made a transfer 
of the note, the transfer was absolutely void, because it involved 
the making of a contract, for which the payee had no legal 
capacity. 

NICKLAs vs. PARKER (61 Atlantic 267).—A savings bank de- 
posit was made by a person in her name as trustee for a friend, 
and the depositor exercised complete control over the deposit 
during her life, having made the deposit out of her own per- 
sonal funds. After her death her administrator claimed the mo- 
ney as against the friend for whose benefit the deposit had been 
made. The friend was not permitted to obtain the money, be- 
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cause the court decided that there was not a close enough trust 
relationship to enable the friend to claim as a trust beneficiary. 


ZILBER VS. RoBERT GrRAves Co. (94 N. Y. Supp. 714).—The 
well known fellow servant rule, which excuses an employer from 
liability for injuries caused to one employee by another’s negli- 
gence, came up for interpretation in this case. A man employed 
to address and stamp envelopes was injured by falling down an 
elevator shaft. The employer had furnished sufficient lights for 
the shaft, but the accident was caused by the failure of an ele- 
vator operator to light them. The injured employee fell down 
the dark shaft and sued the employer. It was held that as the 
latter had done his duty by furnishing the proper lighting appli- 
ances, the injury was due solely to the fellow servant’s negligence 
in failing to utilize those appliances, and the employer was re- 
lieved of liability. 


IN RE Pertey & Hays (138 Fed. 927).—A partnership is not 
insolvent, within the meaning of the 1898 Bankrupt Act, if the 
partnership assets combined with those of the individual members 
exceed in amount the total indebtedness of the firm and its 
members. 


LoEWE vs. CALIFORNIA STATE FEDERATION OF LABOR (139 
Fed. 71).—A combination of labor organizations in California to 
boycott the business of a manufacturer of another state, in order 
to force him to employ none but tnion men, which sends out 
circulars warning dealers that if they buy the manufacturer’s 
goods they will be treated as unfair, was decided to be an illegal 
conspiracy, which may be enjoined from the pursuit of boycott- 
ing the manufacturer’s goods. 


Harnett vs. Hotprepce (103 N. E., 277).—A person in- 
dorsed his name on the back of a promissory note which was 
payable to the maker’s order. The maker afterwards indorsed 
the note, and delivered it to a third person. It was held by the 
Nebraska Supreme Court that the indorser was liable merely 
as such, and not as a joint maker. 


Unitep States Bossin & SHuTTLE Co. vs. THISSELL (137 
Fed., 1).—An employer sent his employee a check for wages 
with a statement showing the rate at which they were computed 
and a receipt in full to a certain date. The employer directed 
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the employee to sign and return the receipt, or to return the 
check if the account was not found correct, for the parties had 
been disputing about the matter. The employee accepted and 
cashed the check, but failed to sign the receipt. The U. S. Cir- 
cuit Court of Appeals held that the cashing of the check amounted 
to a settlement of the dispute on the terms indicated by the 
employer, and that it evinced also the employee’s acceptance of the 
employer’s terms for future services, in the absence of any fur- 
ther contract on the subject. This decision is to be commended, 
for it is in line with the great majority of cases which forbid a 
man who is tendered a check in good faith upon condition that 
it be accepted in settlement of disputed accounts, from keeping 
the check and suing later for the balance originally claimed by 
him. The best practical way in many cases is to refuse to de- 
liver the check at all until the receipt in full is signed. Where 
the claimant resides in a distant city, it is often safer to forward 
the check with a receipt to a bank or an attorney, stipulating that 
the check shall not be delivered to the payee until he signs the 
receipt. 





Notes from Correspondents. 
California. 

The directors of the California Society of Certified Public Ac- 
countants held their regular monthly meeting on December 27th, 
at which time J. F. Forbes and W. H. Cramer were elected asso- 
ciate members. 

Referring to the very able article which appeared in the Decem- ‘ 
ber number of THE JourNAt entitled, “Should the Prac- i 
tice of Public Accounting be Limited to Certified Public Account- 
ants,” a slight error occurs in the second paragraph stating that 
California makes no provision for the practice, etc., of certified 
accountants from other states. Some time since the California 
State Board of Accountancy, under the powers granted by 
Section 2 of the Statute, adopted the following rule :-— 

17. The Board in its discretion will register the unrevoked certificate, 
held by a lawful Certified Public Accountant, and issued by legislative 
authority of another state, or country, and will grant to him an annual 


Certificate of Registration, entitling the holder thereof to practice as a 
Certified Public Accountant in the state of California. 4 
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The annual charge for such registration shall be Five dollars, and the 
certificate may be revoked for cause at any time, as provided in. Sub- 
division 6, Section 2, Chapter CCXIII, Statutes of 1901. 

In priority, California is therefore the third state to recognize 
and register foreign certificates, without imposing the restric- 
tions required by New Jersey and Michigan. 

The second edition of “Corporation Accounting and Corpora- 
tion Law” by J. J. Rahill, C. P. A., assisted by Alfred G. Platt, 
C. P. A., has just been published. 

Ilhnois. 

Mr. Seymour Walton, C. P. A., of Walton, Roberts & Co., Mr. 
J. Porter Joplin, C. P. A., Mr. R. S. Buchanan, C. P. A., and Mr. 
Gerald L. De Vor, C. E., of Buchanan, De Vor & Co., announce 
that they have formed a co-partnership under the firm name of 
Buchanan, Walton, Joplin & De Vor, with offices at 189 La Salle 
Street, Chicago. 

On account of a change in the personnel of the firm of Men- 
zies, Robertson & Co of Chicago, the business is to be carried 
on hereafter under the firm name of Menzies, Fawcett, Tod & 
Co., with offices in the Monadnock Block. 


Kentucky. 

The Kentucky Society of Public Accountants has been incor- 
porated. Mr. Enos Spencer of Louisville, writes, that regular 
meetings are to be held as soon as the January rush of business is 
over. 

Maryland. 

Business has been unusually good for the past few months, many 
Baltimore C. P. A.’s having had about all the work they could 
handie. 

Local banks are fast learning to appreciate the services of the 
certified public accountant, as is evidenced by the fact that they 
are in many cases attaching the certificate of a certified public 
accountant to the regular balance sheet. Mr. Charles O. Hall 
writes that he has brought to the attention of all the Baltimore 
banks and the Clearing House Association the new form of state- 
ment as adopted by the New York Bankers Association, 
wherein is asked the following question: “Have your books ever 
been examined by a certified public accountant? If so, give 
name and date?” It met with general approval. The cashier 
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of one of the largest banks in the city stated, “It is a good thing— 
we will not wait until new forms are printed, but will get a rub- 
ber stamp and stamp this additional question on each of our forms 
that are sent out to prospective borrowers to be filled out showing 
their financial condition.” 

A firm of New York Accountants recently brought suit for a 
fee of $3300.00 against one of the Baltimore banks. The trial 
lasted for over two weeks in the Superior Court, the Court finally 
instructing the jury to render a verdict for $210.00. 

The regular annual examination as given by the State Board 
of Examiners of Public Accountants was recently held, but the 

result has not yet been announced. 

The prospects generally are very good for accountants in Mary- 
land for the coming year. 

Missouni. 

The appreciation by manufacturers of the value of effi- 
cient accountancy work is steadily growing, and at the same time 
they are recognizing that such services are entitled to demand 
adequate remuneration. Most of the large manufacturing estab- 
lishments employ accountants regularly, and the smaller com- 
panies are gradually following their example. 

With regard to cost systems, the large body of manufacturers 
still rely on test costs, which are often found to be fundamen- 
tally inaccurate. Where more exact methods are adopted it is 
still not generally recognized that a wide experience of accounts 
and cost systems in general is a more important requisite 
in the installation of such a system than an_ intimate 
knowledge of the technical details of the particular business, a 
sufficient knowledge of which is readily acquired by the trained 
accountant ; consequently, the work is often intrusted to persons 
possessing this latter qualification rather than to public account- 
ants, whose training is of a more general character. 

Altogether, accountants in this state, while recognizing that 
the development of the profession here is still in its early stages, 
feel that great progress has been made in recent years, and look 
for still more marked developments in the near future. 


New York. 
At the meeting of the New York State Society of Certified 
Public Accountants, held on January 8, in the banquet hall of the 
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Waldorf-Astoria, Mr. Francis How read a paper on “Inven- 
tories and the Accountant’s Responsibilities.” The meeting was 
well attended by members and others, and a lively discussion 
followed Mr. How’s very able paper. It seemed within the 
experience of all accountants present that at one time or another 
the inventory had been a perplexing matter, and the experiences 
related at this meeting, were both interesting and instructive. 
Shall the accountant verify the inventory by an actual survey of 
the material inventoried? Shall he verify prices? Are “going 
inventories” sufficient evidence upon which to base a report or 
statement of affairs? What consideration is to be given to in- 
ventories, the material of which is subject to increase or shrink- 
age through humidity, etc.? Should-the inventory be at cost or 
shall the market value control, or are both to be considered? 
What is cost? These are but some of the queries which were 
brought under discussion at the meeting. Mr. Frank Broaker 
was requested to prepare and read before the society a paper on 
“Costs,”’ a subject which he spoke upon in a very able manner at 
this meeting. 

Marwick, Mitchell & Company, chartered accountants, an- 
nounce that they have assumed as partners of their firm, Mr. 
David S. Kerr, C. A., and Mr. Archibald Bowman, C. A., and 
have opened branch offices at 248 Fourth Avenue, Pittsburg, Pa., 
under the immediate supervision of Mr. Kerr. 

Hugo Kanzler, who has been appointed by the Mayor of New 
York, member of the Board of Education, vice M. Dwight Col- 
lier, deceased, is a charter member of the New York Bookkeepers’ 
and Accountants’ Society, and an ex-member of its board of direc- 
tors. He is also a charter member of the National Association of 
Credit Men and of the New York Credit Men’s Association. 

Edward L. Suffern, C. P. A., and Ernest S. Suffern, C. P. A., 
announce that they have formed a co-partnership under the firm 
name of Suffern & Son, for the practice of public accounting, with 
office at 60 Wall Street, New York City. 


New Jersey. 

New Jersey State Board of Public Accountants report no 
examination for January for the reason that there are no appli- 
cants. Several persons have asked for information in relation 
thereto. 
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New Jersey State Society will not meet again until February 
13, when the annual meeting will be held. 

One of our Newark C. P. A.’s has been “ doing” the Essex 
County jail, but in a strictly professional capacity. The office of 
Sheriff of Essex County has been changed from a fee to a salary 
basis, and an entirely new system of accounting is being devised 
to meet the new requirements. 

Another Newark C. P. A. has been getting gray hairs trying to 
figure out how Newark can obtain its just dues on the 5 per cent. 
trolley tax from the Public Service Corporation. 


Rhode Island. 


The Rhode Island State Society of Public Accountants was or- 
ganized December 30, 1905, with the following named officers :— 
President, Frederick W. Bagney; Vice-President, George H. 
Ware ; Secretary and Treasurer, Clarence E. Wadsworth. All the 
officers are residents of Providence. 

It is the intention to have at once introduced into the Legisla- 
ture of Rhode Island a bill creating a State Board of Accountancy 
and regulating the practice of the profession of public account- 


ant. 
Washington. 


A very few years ago the editorial inquiry as to the relations 
in this state between manufacturers and accountants would have 
met with the same answer as the classic question relative to 
snakes in Ireland. Fortunately, there has since been a change, 
and the accountants are now obtaining a fair amount of business 
from manufacturers. This remark applies mainly to the lumber 
business, which is the state’s largest industry. Manufacturing in 
other lines is, with the exception of a few plants, only on a small 
scale as yet. 

We have so far found that the manufacturers are satisfactory 
clients, willing to pay a reasonable price for professional services, 
and that few of them give any encouragement to cheap account- 
ants of the peripatetic bookkeeper class. The latter indeed have 
a hard time generally; the business they are getting is of the 
kind that none of our C. P. A.’s are competing for, and the writer 
has still to hear of their obtaining any work of importance. 

Cost accounting on scientific lines is still to a large extent a 
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thing of the future, but it may reasonably be expected that its 
development will be coincident with the development of the indus- 
tries of the state. The outlook in this direction is encouraging 
alike for the manufacturer and the accountant. 

Your correspondent thinks it would be both useful and inter- 
esting to the readers of THE JouRNAL if the state correspondents 
were invited to publish the standard prices charged by account- 
ants in their respective districts. In this connection the following 
questions to correspondents are suggested : 

1. What number of hours is recognized by accountants in 
your district as their standard day? 

2. What is the standard rate per day for 

(a) Partners? 
(b) Senior assistants? 
(c) Junior assistants? 

3. Referring to question 2, do the charges vary-with the class 
of work done? For example, does the same rate prevail for 
auditing as for systemizing? 

4. Is more work done by accountants in your district on a 
lump sum contract basis than on daily rates? 

5. What are the prevailing salaries in your district for 

(a) Senior assistants? 
(b) Junior assistants? 

Mr. L. G. Jackson, C. P. A., of Tacoma, died in that city, De- 
cember 5. Mr. Jackson was one of the principal promoters of 
the State C. P. A. law, and at the time of his death was a member 
of the State Board of Accountancy and City Comptroller of Ta- 
coma. Although not in public practice, Mr. Jackson was a very 
able accountant and took great interest in professional matters. 
In him the profession in the State of Washington has lost a gen- 
erous and influential friend. 

The Governor has appointed as Mr. Jackson’s successor on 
the State Board, Mr. George Shedden, member of the firm of 
Arkley, Chidester & Shedden, C. P. A., of Tacoma, and Secre- 
tary of the Washington Association of Certified Public Account- 
ants. 





Problem in Practical Accounting. 
With Solution by StepHen A. Utman, C.P.A. 


The following problem is one submitted to students in the New York 
University School of Commerce, Accounts and Finance. 

From the accompanying trial balance of the books of B Company, iron 
manufacturers, prepare such statements as are necessary to show the value 
of its capital stock. 


The inventory at the end of the period is: 


Material $1,266.00 
Orders in process 15,369.00 


$16,635.00 
Make such provision for depreciation as you think proper. The stock 
in the show room consisting of ornamental iron and bronze work has not 
deteriorated. The drawings and models represent two years’ outlay, all of 
which is carried as assets, but they have no realizable value. Factory al- 
terations and improvements are to be spread over a period of ten years. 
represented by the lease of the factory. 


TrIAL BALANCE AT END oF Perron. 
Inventory 
Purchases 13,852.33 
Wages 
Factory expense 
$15,794.79 
Cash Discounts Received on Purchases 417.41 
Allowances 
Rent 
General Expense 
Insurance 
Commission 
Cartage on deliveries 
Salaries 


Accts. Receivable Good 
ss “4 Doubtful 
Deposits on Contracts 
Rene NO BF i has tse hev ds es det as be eke's 
Show room stock 1,812.50 
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Plant 
Machinery 
Tools 
Drawings 
Models 
Office furniture and fixtures 


Factory alterations and Improvements 
Notes payable 

Capital stock authorized 

Capital stock unissued 





Solution of Problem. 


MANUFACTURING STATEMENT. 
Debits 
Inventory at beginning of period 
Purchases 


Factory expenses 


Depreciation 
Machinery (@ 10% per annum) 
Tools @ 20% per annum 
Drawings one-half total cost 
Models one-half total cost 
Factory alterations @ 10% per an... 85.26 2,188.99 


$30,411.53 
Credits 
Inventory at end of period $16,635.00 
Balance, Cost of Manufacture, carried to Trading 


Statement 13,776.53 


$30,411.53 
TRADING STATEMENT. 
Debits 

Balance, Cost of Manufacture, from 

Manufacturing Statement $13,776.53 
Salaries 
Cartage on deliveries 
Commissions 
Insurance 





Problem in Practical Accounting. 


General expenses 
Reserve for doubtful accounts receivable .... } 2,211.97. 
Reserve for good accounts receivable (2%).... \106.72 , 
Depreciation of office furniture and fixtures..\o \ 75.93 . 
> / —— = $6,304.61 
or previous year’s expense written off.... $1,053.77. _ 
Drawings, previous year’s expense written off.. 155.83 . 1,209.00 





$21,290.74 
Credits 


$15,794.79 
Less allowances $15,599.45 


Cash discounts 417.41 
Balance, loss for the year, carried to Surplus Account 5,273.88 


$21,290.74 
STATEMENT OE ASSETS AND LIABILITIES. 
Assets. 
Cash on hand and in bank 
Accounts receivable good 
Accounts receivable doubtful 
Deposits on Contracts 


Inventory 
Material 
Orders in process 15,369.00 16,635.00 
Show Room Stock 1,812.50 $33,605.53 
Plant 
Machinery 
Tools 
Office furniture and fixtures 
Factory Alterations 


$41,857.59 


Notes Payable $14,550.00 
Reserves. 
For Doubtful Debits 
For Depreciation. 
Machinery 


Office Furniture and Fix- 





Less loss for the period as per, 
Trading Statement 
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Capital Stock 
Authorized 


Unissued 
$15,000.00 


$41,857.59 


STATEMENT AS TO VALUE OF CAPITAL STOCK 


This being a manufacturing company, the stock should pay 10% annual 
dividends regularly to make it worth par. Although the year’s business 
resulted in a loss, the dividend may be declared out of the surplus of 
$0,018.85 remaining. The iron business is one subject to extremes of 
prosperity and depression, and the period under review must have been 
a lean year indeed, for goods costing $13,776.53 to manufacture, and 
$6,304.61 to sell—a total cost of $20,081.14—were sold for $15,599.45. With- 
out comparing these figures with those of previous years it is not possi- 
ble to tell whether the loss is due entirely to too low selling prices or to 
increased cost of material and labor. At any rate it is an abnormal 
year, and as the concern has current assets of $33,605,53 as against liabil- 
ities of only $14,550.00, and is in a position to pay the regular dividend of 
ten per cent., the capital stock issued, $15,000, is worth par. 
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